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1. GENERAL INFORMATION AND POSITIONS 

Q. Please state your name and your role in this matter. 

A. Lonnie McCleve. I am an owner of Utility Source, LLC (“Company”). I oversee 

the Company. Typically, the day to day operations are handled by the Company’s office 

manager and system manager, but they keep me informed regarding significant issues. 

The Company’s other owner, Gary Bulechek, will sometimes oversee certain projects an1 

he will keep me informed as to those undertakings as well. I have held this position sincc 

the Company was granted a CC&N in 2005. I have also developed several properties 

over time, including Flagstaff Meadows, which is served by the Company. 

Q. 

A. 

will focus on those issues where the Company has a contrary view to those expressed by 

What is the purpose of your testimony? 

I am commenting on the non-financial issues raised by Staff and the interveners. 

Staff or an intervener. 

11. 

Q. 
block wall around Well 2 and install a functioning gate. Does the Company agree 
with this recommendation? 

A. 

have a fence, wall, or some type of enclosure to keep people away from the well. The 

Company understands this requirement and agrees to finish the work. However, based o 

RESPONSE TO CERTAIN STAFF POSITIONS 

Staff‘s engineer recommended that the Company finish constructing the 

The Company understands that it has to have site control of the well and needs to 

our experience, we know the county may have specific requirements as to what type of 

structure is built and where it is located. All we ask is that the recommendation be 

worded so we are required to build a structure that complies with the enclosure rule, but 
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leave some flexibility to enable the Company to build a cost-effective structure. 

Q. 
Staff. Does the Company agree with this recommendation? 

A. 

Staff's engineer recommended that the Company adopt five BMPs selected ,,! 

No. The Company understands that the Commission no longer routinely requires 

BMPs. Our understanding is that BMPs are usually adopted when water loss is high. 

Here, the Company's water loss is around 5%' which is very good for a small water 

company. So there is no need for BMPs. Further, if BMPs are required, then the 

Company should be able to select which ones are most appropriate rather than Staff 

dictating those to apply. 

Q. 
get Commission approval to sell Deep Well 4. Does the Company agree with this 
recommendation? 

Regarding Deep Well 4, Staff recommends that the Company be required to 

A. The Company has no intention of selling Deep Well 4, so this is not an issue. 

Q. 
for construction of a new well. Does the Company agree with this recommendation' 

Staff also recommends that the Company cannot require a developer to pay 

A. No. Neither the Company nor Staff knows what a developer may plan. A 

developer may want to construct a planned community where the demand is beyond the 

current capacity of the Company system. In such a case, it might be prudent to have the 

developer pay for another well. 

Q. 
treatment plant mixed media filter. Does the Company agree with this 
recommendation? 

Staffs engineer recommends that the Company repair the wastewater 

4. The Company accepts this recommendation, provided the costs are reasonable, 

which should be less than $10,000, To be clear, the plant meets the effluent standards for 

producing irrigation water without this equipment being operational. 
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Q. 
built. 

A. 

was selling bulk water from a fire hydrant, primarily to contractors and commercial user$ 

Coconino County staff approached the Company and said it would no longer allow the 

Company to operate in this manner and would need to build a loading station. Put 

Discuss Staffs testimony regarding the standpipe that the Company has 

My partner, Gary Bulechek, was the point person on this project. The Company 

another way, the Company built the new load station to comply with the County rules an1 

staff comments. 

During this time, the Company was making approximately $3,500 a year from 

bulk water sales through the hydrant. The Company had no intention of making this an 

:xpensive building project. But by the time we hired an engineer, followed his advice, 

md then had to make multiple improvements demanded by the County, we had spent 

iround $50,000 and the project was still not complete. Gary and I decided it made 

xonomic sense to finish the project so that the costs expended could be recovered over 

.ime. 

As far as revenues, the Company believes it will generate more revenue than the 

13,500 a year gained from sales through the fire hydrant. How much more is anyone’s 

guess. Staff seems to assert that the Company will sell 200,000 gallons every month, 

which is very improbable especially during the winter. The 200,000-gallon estimate is 

he maximum that could be served, not a projection of what will be served. Put another 

way, it is a peak demand estimate that might occur some year; not a monthly estimate 

hat will occur every year. 
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Q. 
based upon its belief that the standpipe operation could generate $52,000 a year. Do 
you agree with Staff's recommendation? 

A. 

time to recover our rate case expense by the time we have to file another case. The new 

rates will not be in effect for a year by the time we have another test year. Adding the 

cost of another rate case so soon would be a tremendous burden on the customers. If 

Staff is concerned about the Company over-earning, then it might be prudent to state that 

the Company needs to file another rate case if Company revenues exceed the revenue 

requirement by 10%. But to require a new rate case when we do not know the impact of 

the fill station seems to build additional cost without a factual basis. My understanding is 

the Commission usually requires a small water company to file for a rate case once every 

Staff recommends the Company file a new rate case with a 2015 test year 

No. First, this rate case will still be ongoing in 2015 and we will not have had 

five years, and we are fine with that approach. 

111. FIRE PROTECTION PLANT ISSUES 

Q. 
rate base and reliability. Please comment on those issues. 

A. 

The interveners raised concerns regard,,ig fire protection plant inclusion in 

The Company has 34 fire hydrants. My understanding is that fire hydrants are 

properly included in rate base. The reliability issues have been resolved. This was 

confirmed by the local fire chief, who noted that he understood that adequate repairs have 

been made. See Mark Sachara email dated July 29,2014 (enclosed in filing by Terry 

Fallon). In 201 1, an electrical issue arose and was repaired in a reasonable time. 

Between 2012 and 2013, there were mechanical issues that required repeated repair. A 

bolt repeatedly broke, even after upgrading the quality of the bolt twice. After the fourth 
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bolt, which was custom made with dense material, broke the Company had a machinist 

mill a retention system and that has solved the issue to date. Please note that the dates 

provided herein are more accurate than what was previously provided in the response to 

Nielsen’s data request 1.6. 

IV. RESPONSE TO NIELSEN ISSUES 

Q. 
Commission Decision 67446. Do you agree? 

A. 

with Decision 67446, ADWR, and ADEQ. The Commission adopted Staffs 

recommendation and found that the Company was in compliance and the performance 

bond held to ensure performance was released. 

Intervenor Nielsen argues that Utility Source is not in compliance with 

No. Decision 72261 acknowledged that Staff concluded the Company complied 

Nielson’s primary concern is the ownership of land. Right after Decision 72261 

was issued, the Company instructed its attorney and engineer to transfer real property 

rights at issue to the Company. To secure compliance, the Company filed two deeds and 

two easements transferring rights to the Company. The Company trusted its consultants 

to perform the task properly. If there are any discrepancies that were not previously 

resolved and that exist today, the Company will recti@ them. The Company and its 

owners hlly intend to have the Company own the production wells that concern Nielson. 

One issue that needs to be addressed is the registration of the wells in the ADWR 

data base. The Company is aware that several of its wells are still registered under other 

entities and the Company will rectify this issue as soon as practical. 
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Q. 
reasons. Please comment on his position. 

Intervener Nielsen argues Deep Well 4 should not be in rate base for various 

A. The Company has not requested Deep Well 4 be included in rate base. While Mr. 

Bulechek is in charge of this project, my understanding is that new source testing was 

performed on this well around 2005-06 and the water quality is good. This well is 

currently offline, but it is our intention to begin using it in the near hture. The Company 

is going to file all finalization documents soon because the intent is to start using this we1 

as a production well for the system. 

Q. 
concerning water rates and the development of Flagstaff Meadows Unit I11 and the 
proposed Loves Travel Center. Please comment. 

Intervener Nielson seems to criticize comments you allegedly made 

A. I am familiar with the expenses necessary to run these utilities. On several 

occasions, I have stated publicly that unless the community grows with new customers, 

utility rates could double. As demonstrated by our rate applications, as well as the 

analysis by Staff and RUCO, my projection has proven accurate. The Company would 

like more customers to help spread the cost of operating the utilities. 

Q. Intervener Nielsen alleges either the Company or  its ownersbip has withheld 
information and documents relating to the period when the utilities were operated 
by the property owners’ association. Please comment. 

A. The allegation is false. We turned over the records to the property owners’ 

association years ago. The issues related to the property owners’ association operating 

the utilities and the rate base has already been addressed by the Commission. 

Q. 
Empire Builders. Do you have such an agreement? 

A. 

Nielsen also alleges that the Company has a line extension agreement with 

No. Nielsen is raising concerns about events that occurred approximately ten 
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{ears ago. I do not recall that we executed a line extension agreement. Our attorney whc 

would have addressed this issue is retired and the Empire Builders’ project went 

3ankrupt. We reviewed our files and did not find an extension agreement with Empire 

Builders or any entity associated with the development it proposed. On September 12, 

!O 14, the Company responded to Nielsen’s second set of data requests by stating the 

2ompany does not have such agreements. 

Q. 

4. 

werbuil t either. 

2. 
:onstructed. Is that true? 

2. 

methods, which worked better. 

Q. 
data requests relating to peak daily flows in March of 2012. 

A. 

month. 

Nielsen alleges the utilities are overbuilt. Do you agree? 

No. I would like to point out that Staffs engineer did not believe the systems are 

Nielsen alleges no hydrologist was consulted when Deep Wells 1 and 2 were 

No. When siting Deep Well 3, however, the hydrologist employed different 

Comment on Nielsen’s statements that the Company did not respond to his 

The Company staff read the meter. We do not know why the flow was higher tha 

Q. 

A. 

Does this conclude your rebuttal testimony? 

Yes.  
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Steve Wene, No. 019630 
MOYES SELLERS &. HENDRICKS LTD. 
1850 N. Central Avenue, Suite 1 100 
Phoenix, Arizona 85004 

swenealaw-rnsh.com 
Attorneys for Utility Source, L.L.C. 

(602)-604-2 1 89 

BEFORE THE ARIZONA CORPORATION COMMISSION 

COMMISSIONERS 
BOB STUMP, CHAIRMAN 
GARY PIERCE 
BOB BURNS 
SUSAN BITTER SMITH 
BRENDA BURNS 

IN THE MATTER OF THE APPLICATION 
OF UTILITY SOURCE, LLC, AN 
ARIZONA CORPORATION, FOR A 
DETERMINATION OF THE FAIR VALUE 
OF ITS UTILITY PLANTS AND 
PROPERTY AND FOR INCREASES IN 
ITS WATER AND WASTEWATER RATES 
A N D  CHARGES FOR UTILITY SERVICE 
BASED THEREON. 

DOCKET NO: WS-04235A-13-033 1 

REJOINDER TESTIMONY 
OF LONNIE McCLEVE 

Please state your name and your role in tbis matter. 

Lonnie McCleve. I am an owner of Utility Source, LLC (“Company”). 

Have you filed testimony in this case previously? 

Yes. 

Has your testimony changed significantly? 

No, and I adopt my earlier testimony herein. 

What is the purpose of your rejoinder testimony? 

I am commenting on the non-financial issues raised by Staff and the intervenors iI 

1 
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their surrebuttal testimony. 

Q. 

the enclosure around Well 2 and install a functioning gate. 

A. 

mAosure, whether that is a fence or a wall, provided it meets all of the regulatory 

requirements. Knowing that permitting may be required, which often takes quite some 

.ime for approval, the Company believes the deadline for filing proof of construction 

should be at least 120 days. 

Q. Does the Company agree with Staff's recommendation regarding BMPs? 

9. No. The Company maintains its position on BMPs. 

2. Regarding Deep Well 4, does the Company agree with this recommendatior 

4. In surrebuttal, Staff explained that it wants the Commission to prohibit Utility 

Source from selling the well at a profit and then requiring a developer to drill another 

well. There is no basis for this concern. Again, the Company has no intention of sellin 

Ieep Well 4. This well was drilled to serve Flagstaff Meadows 111. The Company hop 

hat development occurs and Deep Well 4 is needed to meet the increased water deman 

2. 

leveloper paying for a new well? 

i. 

leveloper to pay for the construction of a new well if another well is reasonably 

iecessary to meet water demand. This is consistent with the Company's position. 

2. 

Please comment on the surrebuttal testimony of S t a r s  engineer regarding 

We seem to agree that the Company should be able to construct a cost-effective 

Does the Company agree with Staff's position in surrebuttal regarding a 

I believe so. Staffs surrebuttal essentially states that the Company can require a 

Does the Company agree with Staffs position in surrebuttal regarding fire 
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protection and water pressure? 

A. 

demand events, including the demand of the standpipe. Staff bases this recommendatif 

on the fact that between 201 1 and 2013, there were a few instances when pressure was 

not sufficient for fire flow. But the mechanical repairs to the pressure pump have been 

made, which was confirmed by the local fire chief. Admittedly, when a power outage 

occurs, the pressure pump will not work. The Company does not think an engineering 

report is necessary. 

No. Staff wants an engineering report on fire flow pressure during high water 

Nevertheless, if Staff would agree to increase the monthly minimum rates to coi 

!he cost for the engineering report, then the Company would not oppose the 

Pecommendation. The Company does not know at this time how much such a report 

would cost because it does not know what Staff wants included in the report. 

Q. 

milt. 

4. 

)reject. The Company was selling bulk water from a fire hydrant primarily to contract( 

ind commercial users. Coconino County staff approached the Company and said it 

vould no longer allow the Company to operate in this manner and would need to build 

oading station. Put another way, the Company built the new load station to comply wi 

he County rules. 

Discuss Staff's testimony regarding the standpipe that the Company has 

As stated previously, my partner, Gary Bulechek, was the point person on this 

During this time, the Company was earning approximately $3,500 a year from 

ulk water sales through the hydrant. The Company had no intention of making this an 
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expensive building project. But by the time the Company hired an engineer, followed hi: 

advice, and then had to make multiple improvements demanded by the County, we had 

spent around $50,000 and the project was still not complete. Gary and I decided it made 

economic sense to finish the project so that the costs expended could be recovered over 

time. As far as revenues, the Company believes it will generate more revenue than the 

$3,500 a year gained from sales through the fire hydrant. How much more is anyone’s 

guess. 

Q. Please comment on Staff’s position relating to the new standpipe operations. 

A. First, Staff argues that the Company is “downplaying” the financial impact of the 

standpipe operation. This is not true. However, the Company does not know how much 

revenue the standpipe will generate. Further, without any support, Staff claims that all ol 

the revenue f?om the standpipe operation will flow directly to the owners. This is pure 

speculation and not even contemplated. The revenues will be treated like all other 

revenues and will be used to pay the expenses of running the Company. 

Q. 

4. 

Q. 

health by selling bulk water through a fire hydrant. Is this true? 

4. No. The water being sold was drinking water, sold for construction purposes. I 

inderstand this is a common practice throughout Arizona. However, Coconino County 

-equires a standpipe for such water sales. 

Q. 

When should the Company need to file another rate case? 

The Company has not changed its position. 

In his testimony, Nielsen implied that the Company was endangering public 

Nielsen further claims that the Company built the fill station without ACC 
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permission, is that true? 

A. Yes, because ACC permission was not necessary. 

Q. Please comment on Nielsen’s surrebuttal testimony relating to the ownership 

of tbe fire hydrants, wells, and other plant and records relating to the time when thl 

utilities were operated by the property owners’ association. 

A. 

litigated by Stafc and resolved by previous Commission decisions. To be clear, the 

Company owns the fire hydrants, the wells, and all of the plant included in its rate base. 

Admittedly, the Company did need to update the Arizona Department of Water 

Resources’ well registry to show the Company owned the wells, which it has done. See 

enclosures. 

Nielsen is raising issues that have been established by the Company, reviewed anc 

As for the property owners’ association records, those documents were turned OVE 

to the property owners’ association approximately seven years ago. Apparently, Nielsen 

IS attempting to establish that the property owners’ association paid for the construction 

i f  the utilities, which is not true. In the previous rate case, the rate base for the Companj 

was established and any contributions were identified at that time. 

3. 

Q. 

ntentionally held Deep Well 4 out of rate base for the sake of its customers. The 

:ompany intends to bring Deep Well 4 into service soon. This will help alleviate any 

:oncerns about the Company’s ability to meet peak demands and redundancy. 

>. 

Please explain what the Company intends to do with Deep Well 4. 

Deep Well 4 was constructed to serve Flagstaff Meadows 111. The Company 

Please explain the Company’s offrce situation. 
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A. When the Company was first established, the office was in my personal home. 

The Company paid the electric bill in lieu of rent. This was not a desirable situation, 

especially as the need for more space grew. While I still have an office in my home, we 

moved most of the operations to its current ofice site at 20525 E. Chandler Height in 

Queen Creek. This office was acquired as part of a development known as The Pecans. 

Through my business holdings, I am the declarant who controls the office. 

This office is situated at the entrance of The Pecans subdivisions, so there is 

signage about lot sales, realtors, and other postings one would expect to see at a 

community gate house. Nonetheless, the Company uses the building to conduct busines! 

1 also use this address to receive my business mail, rather than having it come to my 

nome address. Moreover, as explained in responses to data requests, we do allow broker 

:o use the conference room and meet potential buyers at the gate house ofice. The only 

:xpense Utility Source has for the use of this office is that it continues to pay the utility 

>ill at my personal home, which is less than the Company would pay for renting office 

;pace and paying its utilities. 

2. Please comment on Mary Ann Parry’s role with the Company. 

1. She works full-time for the Company. Nielsen’s claim that performing the office 

nanagement for two regulated utilities can be done on a part-time basis is simply wrong. 

3er salary is reasonable for the work she performs. 

2. 

Ars. Parry’s salary, phone service, copiers, office supplies, power bills, and auto 

xpense? 

What is your opinion regarding Nielsen’s proposed adjustments relating to 
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A. 

believe Neilsen’s adjustments are off-base. Nielsen is basing these adjustments on his 

opinion and conjecture. 

The Company’s expert Mr. Bourassa presents the Company’s position, but I 

Q. 

A. 

Does this conclude your rejoinder testimony? 

Yes. 
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QUEEN CREEK, AZ 85142- 
CONTACT PERSON NAME AND TITLE 

- 

Arizona Department of Water Resources 
P.O. Box 36020 Phoenix, Arizona 85067-6020 
(602) 771 -8527 - www.azwater.gov 

Receipt For Request to 
Change Well Ownership 

Pursuant to Arizona Revised Statutes (A.R.S.) 45-593(C), the person 
to whom a well is registered must notify Arizona Department of Water 
Resources of Water Resources (ADWR) of a change in ownership of 
the well and the new owner must furnish information as required by 
ADWR to keep its well registration records current and accurate. 

[FEE $30.00 per WELL] 

New Well Owner 

UTILITY SOURCE. LLC 
1-21 : U,Wk OF COMPANY ORGANlWTlON OR INDlVlWAL 

MAlLlNCj AUUHESS 

20520 E. Chandler Heights Road 
CITY /STATE /ZIP 

(480) 540-5656 
W E L L  ADDRESS 

WELL CrrY 

MAJOR CROSS ROADS 

EMAIL I !onniemccieve@me.com 

By checking this box, I hereby provide ADWR permission to enter the property for the purpose of 
takina water level measurements at this well. 

I HEREBY CERTIFY that the above statements are true to the best of my knowledge and belief. 
PREPARED BY DATE 

RACHEL BARRY 10/23/2014 

Reference DWR-2589 
Amount $30.00 
Date 10/23/2014 

A Nequesi to Change Well Information Form must be filed if there has been a change in the recorded information on 
a well already in existence. This may include more accurate information on the location of the well, more accurate 
information on the well construction details for the well a change in the place of use or purpose of use of the water 
withdrawn from the well or a change in the county tax assessor’s parcel identification number for the land where the 
well is located. I t  is the responsibility of the well owner to submit this information to ADWR. Forms may be obtained 
at the Arizona Department of Water Resources office or online at <httpd/www.azwater.gov>. 

DWR 55-71A (Revised 8/11) 

http://www.azwater.gov
mailto:onniemccieve@me.com


Arizona Department of Water Resources 
P.O. Box 36020 Phoenix, Arizona 85067-6020 
(602) 771 -8527 - www.azwater.gov 

~~~ -~ ~~~ ~- ~ 

I HEREBY CERTIFY that the above-statements are true to the best of my knowledge and belief. 
PREPARED EY DA1 t 

Receipt For Request to 
Change Well Ownership 

Pursuant to Arizona Revised Statutes (A R S ) 45-593(C), the person 
to whom a well is registered must notify Arizona Department of Water 
Resources of Water Resources (ADWR) of a change in ownership of 
the well and the new owner must furnish information as required by 
ADWR to keep its well registration records current and accurate. 

lFEE $30.00 per WELlj 

ANDLER HEIGHTS ROAD 
CITY /STATE /ZIP 

QUEEN CREEK, A2 85142- 
CONTACT PERSON NAME AND TiTLE 

TELEPHONE NUMER FAX 

(480) 540-5656 
L%T:I ! 4DDHiSS 

'rWli CITY 

MAJOR CRCGS ROADS 

0 By checking this box, I hereby provide ADWR permission to enter the property for the purpose of 
taking water level measurements at this well. 

I I RACHEL BARRY 1 012412014 

Reference DWR-2590 
Amount $30.00 
Date 1 0/24/20 14 

A Request to Change Well Information Form must be filed if there has been a change in the recorded information on 
a well already in existence. This may include more accurate information on the location of the well, more accurate 
information on the well construction details for the well, a change m the place of use or purpose of use of the water 
withdrawn from the well or a change m the county tax assessor's parcel dentifcation number for the land where the 
well is located. It is the responsibility of the well owner to submit this information to ADWR. Forms may be obtained 
at the Arizona Department of Water Resources office or online at <httpd/www.azwater.jiov>. 
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Arizona Department of Water Resources 
P.O. Box 36020 Phoenix, Arizona 85067-6020 
(602) 771-8527 - www.azwater.gov 

TELEPHONE NUMBER 

(480) 540-5656 

Receipt For Request to 
Change Well Ownership 

FAX 

Pursuant to Arizona Revised Statutes (A R S ) 45-593(C), the person 
to whom a well is registered must notify Arizona Department of Water 
Resources of Water Resources (ADWR) of a change in ownership of 
the well and the new owner must furnish information as required by 
ADWR to keep its well registration records current and accurate 

FEE $30.00 per WEL 

20520 E CHANDLER HEIGHTS ROAD 

~ 

EMAIL 

lonniemccleve@me.com 

~~ ~ ~ _ _ _ ~ ~  ~~ 

By checking this box, I hereby provide ADWR permission to enter the property for the purpose of 
taking water level measurements at this well. 

I HEREBY CERTIFY that the above statements are true to the best of my knowledge and belief. 
PREPARED BY DATE 

RACHEL BARRY 10124/2014 

Reference DWR-259 1 
Amount $30.00 
Date 1 0/24/2014 

A Keyursf IO Change Well Injimnation Form must be filed if there has been a change m the recorded information on 
a well already in existence. This may include more accurate information on the location of the well, more accurate 
inlormation on the well construction details for the well. a change in the place o f  use or purpose o f  use o f  the water 
\v ittidrawn from the well or a change in the county tax assessor’s parcel identification number for the land where the 
well is located. It is the I-csponsibilii o f  the well owner to submit this information to A D W R .  Forms may be obtained 
at the Arizona Department of Water Resources offEe or online at <httpi/www.anvater.gov>. 

DWR 55-71A (Revised 8/11) 
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Arizona Department of Water Resources 
P 0. Box 36020 Phoenix, Arizona 85067-6020 
(602) 771 -8527 - www.azwater.gov 

Receipt For Request to 
Change Well Ownership 

Pursuant to Arizona Revised Statutes (A.R.S.) 45-593(C), the person 
to whom a well is registered must  notify Arizona Department of Water 
Resources of Water Resources (ADWR) of a change in ownership of 
the well and the  new owner must furnish information as required by 
ADWR to keep its well registration records current and accurate. 

I FEE $30.00 per WELL] 

Location of Well 
:OWNSlW(N~S) RANGE (EMI) SECTION 160ACRE 40ACRE lOACRE BOOK MAP PARCEL 

22N 5E 36 sw sw SE 

FULL W E  OF CMPANY ORGANIZATION. OR INOWIDUAL 

UTILITY SOURCE. LLC 
MAILING ADORES 

20520 E. CHANDLER HEIGHTS ROAD 
CITY /STATE /ZIP 

QUEEN CREEK, AZ 85142- 
CVNTACJ PERSON NAME AND TITLE 

TELEPHONE NUMER FAX 

(480) 540-5656 
‘MLL ADDRESS 

’ M L L  CITY 

MAJOR CROSS ROADS 

EMAIL 

lonniemccleve@me.com 

By checking this box, I hereby provide ADWR permission to enter the property for the 
taking water level measurements at this well. 

I I HEREBY CERTIFY that the above statements are true to the best of my knowledge and belief. 
PREPARED W I RACHEL BARRY 

DATE 

lOl24l2014 

Reference 
Amount 
Date 

DWR-2595 
$30.00 

10/24/2014 

A Request fo Change Well Informotion Form must be filed if there has been a change in the recorded information on 
a well already in existence. This may include more accurate information on the location o f  the well, more accurate 
information on the well construction details for the well, a change m the place of use or purpose o f  use of the water 
withdrawn from the well or a change in the county tax assessor’s parcel identifEation number for the land where the 
well is located. I 1  is the responsibility of the well owner to submit this information to ADWR. Forms may be obtained 
at the Arizona Department of Water Resources offce or online at <httpj/www.azwater.gov>. 

DWR 55-71A (Revised 8/11) 
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Arizona Department of Water Resources 
P 0 Box 36020 Phoenix, Arizona 85067-6020 
(602) 771-8527 - www azwater gov 

I 

Receipt For Request to 
Change Well Ownership 

Pursuant to Arizona Revised Statutes (A R S ) 45-593(C). the person 
to whom a well is registered must notify Arizona Department of Water 
Resources of Water Resources (ADWR) of a change in ownership of 
the well and the new owner must furnish information as required by 
ADWR to keep its well registration records current and accurate. 

I FEE $30.00 per WELq 

MAILING ADDRESS 

20520 E. CHANDLER HEIGHTS ROAD 
CITY / STATE /ZIP 

QUEEN CREEK, AZ 85142- 
CONTACT PERSON NAME AND TITLE 

(480) 540-5656 I 
VKLL ADDRESS 

MAJOR CRCGS ROADS 

I lonniemccleveo- 

By checking this box, I hereby provide ADWR permission to enter the property for the purpose of 
takina water level measurements at this well. 

I HEREBY CERTIFY that the above statements are true to the best of my knowledge and belief. 

RACHEL BARRY 1 Ol24120 14 
PREPARED BY DATE 

A lleque,i i o  C ’ I I U I I ~ ~ C J  W~2ll Inforniuiron Forni must be filed ifthere has been a change in the recorded information on 
ii wcII alrcad? in existence. This may include more accurate information on the location o f  the well, more accurate 
inlormation on the well construction details for the well, a change in the place of use or purpose o f  use o f  the water 
withdrawn from the well or a change in the county tax assessor’s parcel identification number for the land where the 
wel l  is located. I t  is the responsibility of  the well  owner to submit this information to ADWR.  Forms may be obtained 
at the Arizona Department o f  Water Resources o f fce  or online at <httpi/www.azwater.gov>. 
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Arizona Department of Water Resources 
P.O. Box 36020 Phoenix, Arizona 85067-6020 
(602) 771-8527 - www.azwater.gov 

I 

Receipt For Request to 
Change Well Ownership 

* f  I I-I’IONk hlUMRR 

(480) 540-5656 

Authority for fee: A.R.S. 5 45-113 and A.A.C. R12-15-104 Keep this for your records 
Pursuant to Arizona Revised Statutes (A.R.S.) 45-593(C). the Person 

FAX 

to whom a well is registered must notify Arizona Department of Water 
Resources of Water Resources (ADWR) of a change in ownership of 
the well and the new owner must furnish information as required by 
ADWR to keep its well registration records current and accurate. 

I FEE $30.00 per WELq 

New Well Owner 

UTILITY SOURCE, LLC 

20520 E CHANDLER HEIGHTS ROAD 

FULL NAME OF COMPANY ORGANIZATION. OR INDIVIDUAL 

MAILING ADDRESS 

M M R  CROSS ROADS 

By checking this box, I hereby provide ADWR permission to enter the property for the purpose of 
taking water level measurements at this well. 

~~ ~~~~ 

I HEREBY CERTIFY that the above statements are true to the best of my knowledge and belief. 
PREPARED 13Y DATE 

RACHEL BARRY 10/24/2014 

Reference DWR-2594 
Amount $30.00 
Date 1 0/24/20 1 4 

A Request to Change Well Information Form must be filed if there has been a change m the recorded information on 
a well already in existence. This may include more accurate information on the location o f  the well, more accurate 
information on the well construction details for the well, a change in the place of use or purpose o f  use o f  the water 
withdrawn from the well  or a change m the county tax assessor’s parcel dentifcation number for the land where the 
well is located. I t  is the responsibility o f  the well owner to submit this information to A D W R .  Forms may be obtained 
at the Arizona Department o f  Water Resources o f fce  or online at <httpd/www.azwater.gov>. 
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Arizona Department of Water Resources 
P.O. Box 36020 Phoenix, Arizona 85067-6020 
(602) 771-8527 - www.azwater.gov 

Receipt For Request to 
Change Well Ownership 

Pursuant to Arizona Revised Statutes (A R S ) 45-593(C), the person 
to whom a well is registered must notify Arizona Department of Water 
Resources of Water Resources (ADWR) of a change in ownership of 
the well and the new owner must furnish information as required by 
ADWR to keep its well registration records current and accurate. 

FEE $30.00 per WEL 

MAILING ADORES I 20520 E. CHANDLER HEIGHTS ROAD 
'-I! Y I b 1x4 t : LIY 

QUEEN CREEK, AZ 85142- 
CONTACl PERSON NAME AN0 TITLE 

(480) 540-5656 
WELL ADDRESS 

I By checking this box, I hereby provide ADWR permission to enter the property for the purpose of 
takina water level measurements at this well. 

I HEREBY CERTIFY that the above statements are true to the best of my knowledge and belief. 
PREPARE0 BY DATE 

RACHELBARRY 1 Ol24l2014 

Reference DWR-2593 
Amount $30.00 
Date 10/24/20 14 

A Request to Change Well fnformation Form must be filed if there has been a change in the recorded information on 
a wcll already in existence. This may include more accurate information on the location o f  the well, more accurate 
information on the well construction details for the well, a change in the ptace of use or purpose o f  use of the water 
withdrawn lioin the well or a change in the county tax assessor's parcel identifcation number for the land where the 
well is located. I t  is the responsibility of the well owner to submit this information to ADWR. Forms may be obtained 
at the Arizona Department of Water Resources office or online at <httpj/www.azwater.gov>. 
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. 
I 1 

TOWNSHIP (NE,) RANGE ( E m  SECTION 16OACRE 4OACRE 10ACRE BOOK MAP 
22N 5E 36 sw sw sw 203 47 

Arizona Department of Water Resources 
P.O. Box 36020 Phoenix, Arizona 85067-6020 
(602) 771-8527 - www.azwater.gov 

PARCEL 
003A 

Receipt For Request to 
Change Well Ownership 

TELEPHONE NUMOER 

(480) 540-5656 

Pursuant to Arizona Revised Statutes (A R S ) 45593(C), the person 

FAX 

io whom a well IS registered must notify Arizona Department of Water 
Resources of Water Resources (ADWR) of a change in ownership of 
the well and the new owner must furnish information as required by 
ADWR to keep its well registration records current and accurate 

lFEE $30.00 per WELq 

New Well Owner 
FULL NAME OF COMPANY ORGANIZATION OR INDIVIDUAL 

UTlLTlY SOURCE, LLC 
MAILING ADDRESS 

EMAlL 

1 o n n i e m c c l e ~ m e . c o m  I 
By checking this box, I hereby provide ADWR permission to enter the property for the purpose of 
taking water level measurements at this well. lo . 

i 

I HEREBY CERTIFY that the above statements are true to the best of my knowledge and belief. 
PRCPARCC QV 1 RACHEL BARRY 

DATE 

1 012412014 

Reference 
Amount 
Date 

DWR-2592 
$30.00 

1 0/24/20 14 

A Heyues~ io Change Well 1nfi)rmulion Form must be filed if there has been a change in the recorded information on 
it well already in existence. This may include more accurate information on the location of the well, mare accurate 
information on the well construction details for the well, a change in the place o f  use or purpose of  use of the water 
withdrawn froin the well or a change in the county tax assessor's parcel identification number for the land where the 
well is located. It is the responsibiliy o f  the well owner to submit this informalion to A D W R .  'r.orms may be obtained 
at the Arizona Department of Water Resources o f fce  or online at <httpd/www.azwater.gov>. 
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Steve Wene, No. 019630 
MOYES SELLERS & HENDRICKS LTD. 
1850 N. Central Avenue, Suite 1 100 
Phoenix, Arizona 85004 

swene@law-rnsh.com 
Attorneys for Utility Source, L.L.C. 

(602)-604-2 189 

P 

BEFORE THE ARIZONA CORPORATION COMMISSION 

SUSAN BITTER SMITH 
SRENDA BURNS 

[N THE MATTER OF THE APPLICATION 
3F UTILITY SOURCE, LLC, AN 
4RIZONA CORPORATION, FOR A 
3ETERMINATION OF THE FAIR VALUE 
3F ITS UTILITY PLANTS AND 
>ROPERTY AND FOR INCREASES IN 
TS WATER AND WASTEWATER RATES 
4ND CHARGES FOR UTILITY SERVICE 
3ASED THEREON. 

. . -  

DOCKET NO: WS-04235A-13-033 1 

NOTICE OF FILING REBUTTAL 
TESTIMONY 

Utility Source, L.L.C. (“Company”), hereby files rebuttal testimonies described 

lelow: 

0 Rebuttal Testimony of Tom Bourassa regarding Rate Base, Incomes Statement 
and Rate Design (Attachment 1); 

Rebuttal Testimony of Tom Bourassa regarding Cost of Capital (Attachment 2); 
and 

Rebuttal Testimony of Lonnie McCleve (Attachment 3). 

1 

mailto:swene@law-rnsh.com
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19 

20 

21 

2 2  

23 

24 

2 5  

26 

27 

2 8  

Original and thirteen ( 13) copies 
of the foregoing filed this 
3rd day of October, 2014 with: 

Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Copies of the foregoing mailed 
this 3rd day of October, 2014 to: 

Wesley Van Cleve 
Legal Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Daniel W. Pozefsky 
Chief Counsel 
Residential Utility Consumer Office 
1 110 West Washington Street 
Suite 220 
Phoenix, Arizona 85007 

Erik Nielsen 
4680 N. Alpine Drive 
P.O. Box 16020\ 
Bellemont, Arizona 8601 5 

Terry Fallon 
456 1 Bellemont Springs Drive 
Bellemont, Arizona 860 15 
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BEFORE THE ARIZONA CORPORATION COMMISSION 

BOB STUMP, CHAIRMAN 
GARY PIERCE 
BRENDA BURNS 
SUSAN BITTER SMITH 
BOB BURNS 

IN THE MATTER OF THE APPLICATION DOCKET NO: WS-04235A-13-033 I 
OF UTILITY SOURCE, LLC, AN 
ARZZONA CORPORATION, FOR A 
DETERMINATION OF THE FAIR VALUE 
OF ITS UTILITY PLANTS AND 
PROPERTY AND FOR INCREASES IN 
ITS WATER AND WASTEWATER RATES 
AND CHARGES FOR UTILITY SERVICE 
BASED THEREON. 

REBUTTAL TESTIMONY OF 

THOMAS J. BOURASSA 

(RATE BASE, INCOME STATEMENT AND RATE DESIGN) 

October 3,2014 
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I. 

Q* 
A. 

Q* 
A. 

Q. 

A. 

Q. 
A. 

11. 

Q* 

A. 

INTRODUCTION AND QUALIFICATIONS 

PLEASE STATE YOUR NAME AND ADDRESS. 

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive, 

Phoenix, Arizona 85029. 

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING? 

I am testifying in this proceeding on behalf of the applicant, Utility Source, LLC 

(“USLLC” or the “Company”). USLLC is seeking changes in its rates and charges 

for water utility service in its certificated service area, which area is located in 

Yavapai County. 

HAVE YOU PREVIOUSLY SUBMITTED DIRECT TESTIMONY IN THE 

INSTANT CASE? 

Yes, my direct testimony was submitted in support of the initial application in this 

docket. There were two volumes, one addressing rate base, income statement and 

rate design, and the other addressing cost of capital. 

WHAT IS THE PURPOSE OF THIS REBUTTAL TESTIMONY? 

To respond to the direct filings by Staff and RUCO relating to rate base, income 

statement and rate design for USLLC. In a second, separate volume of my rebuttal 

testimony, I present an update to the Company’s requested cost of capital as well as 

provide responses to Staff and RUCO on the cost of capital, the rate of return 

applied to the fair value rate base, and the determination of operating income. 

SUMMARY OF USLLC’S REBUTTAL POSITION. 

WHAT ARE THE REVENUE INCREASES FOR THE WATER AND 

WASTEWATER DIVISIONS THAT THE COMPANY IS PROPOSING IN 

THIS REBUTTAL TESTIMONY? 

For the water division the Company proposes a total revenue requirement of 

1 
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Q. 

A. 

Q. 
A. 

$432,967, which constitutes an increase in revenues of $226,783, or 109.99 percenl 

over adjusted test year revenues. For the wastewater division, the Company 

proposes a total revenue requirement of $328,900 which constitutes an increase in 

revenues of $209,436, or 175.3 1 percent over adjusted test year revenues. 

HOW DO THESE COMPARE WITH THE COMPANY’S DIRECT 

FILING? 

In the direct filing, the Company requested a total revenue requirement of $436,45 1 

for the water division, which required an increase in revenues of $228,447, 01 

109.83 percent. Also in the direct filing, the Company requested a total revenue 

requirement of $3 18,044 for the wastewater division, which required an increase in 

revenues of $196,760, or 162.23 percent. 

WHAT’S DIFFERENT? 

In its rebuttal filing, USLLC has adopted a number of rate base and 

revenue/expense adjustments recommended by Staff, as well as proposed a number 

of adjustments of its own based on known and measurable changes to the test year. 

For the water division, the net result of these adjustments is the Company’s 

proposed operating expenses have decreased by $4,200, from $216,269 in the 

direct filing to $212,069; and a net increase of $8,652 in rate base from the direct 

filing of $1,566,542 to $1,575,194. 

For the wastewater division, the net result of these adjustments is the 

Company’s proposed operating expenses have increased by $9,264, from $193,54 1 

in the direct filing to $202,805; and a net decrease of $5,089 in rate base from the 

direct filing of $830,945 to $825,856. 

The Company continues to recommend an 11 .O percent return on equity. 

Based on a capital structure consisting of 100 percent equity and 0 percent debt, the 

Company recommends a weighted cost of capital and return on its fair value rate 

2 
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Q. 

A. 

base (“FVRE3”) of 1 1 .O percent. I discuss the Company proposed return on equity. 

cost of debt, and capital structure in my separate rebuttal cost of capital testimony. 

WHAT ARE THE PROPOSED REVENUE REQUIREMENTS AND RATE 

INCREASES FOR THE COMPANY, STAFF, AND RUCO AT THIS STAGE 

OF THE PROCEEDING? 

For the water division, the proposed revenue requirements and proposed rate 

increases are as follows: 

Revenue Requirement Revenue Incr. % Increase 

Compan y-Direct $436,45 1 $228,447 109.83% 

Staff $406,3 72 $200,188 97.09% 

RUCO $363,609 $1 55,605 74.8 1 % 

Company Rebuttal $432,967 $226,783 109.99% 

For the wastewater division, the proposed revenue requirements and 

proposed rate increases are as follows: 

Revenue Requirement Revenue Incr. % Increase 

Company-Direct $3 18,044 $196,760 162.23% 

Staff $3 15,3 14 $195,850 163.94% 

RUCO $285,358 $164,074 135.28% 

Company Rebuttal $328,900 $209,43 6 1 75.3 1 Yo 
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111. 

Q. 

A. 

Q- 

A. 

Q. 

A. 

RATE BASE 
A. Water Division Rate Base 

WOULD YOU PLEASE IDENTIFY THE PARTIES’ RESPECTIVE RAT1 

BASE RECOMMENDATIONS FOR THE WATER DIVISION? 

Yes, for the water division the rate bases proposed by the parties proposing a ratc 

base in the case, the Company, Staff and RUCO, are as follows: 

OCRB FVRB 

Company-Direct $1,566,542 $1,566,542 

Staff $1,594,96 1 $I ,594,96 I 

RUCO $1,566,542 $1,566,542 

Company Rebuttal $1,575, I 94 $1,575,194 

WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED 

ORIGINAL COST RATE BASE FOR THE WATER DIVISION? 

Yes. The Company’s rebuttal rate base adjustments to the water division’s OCRB 

are detailed on rebuttal schedules B-2, pages 3 through 6. Rebuttal Schedule B-2. 

page 1 and 2, summarize the Company’s proposed adjustments and the rebuttal 

OCRB. 

1. Plant-in-service (PIS) 

WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED 

REBUTTAL ADJUSTMENTS TO PLANT-IN-SERVICE FOR THE WATER 

DIVISION, AND IDENTIFY ANY ADJUSTMENTS YOU HAVE 

ACCEPTED FROM STAFF AND/OR RUCO? 

The Company is not proposing any additional adjustments to the water division PIS 

balance. The Company recommends a PIS balance of $2,496,640. Staff and 

RUCO recommend the same PIS balance as the Company.’ 

’ See Staff Water Division Schedule JLK-W3 and RUCO Water Division Schedule JMM-2. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

2. Accumulated Depreciation (An>) 

WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED 

ADJUSTMENTS TO ACCUMULATED DEPRECIATION FOR THE 

WATER DIVISION, AND IDENTIFY ANY ADJUSTMENTS YOU HAVE 

ACCEPTED FROM STAFF AND/OR RUCO? 

Rebuttal B-2 adjustment 2, as summarized on Rebuttal Schedule B-2, page 2, 

consists of one adjustment labeled as “A” on Rebuttal Schedule B-2, page 4. 

Adjustment A reflects a correction to the A/D balance for account 3 11 - 

Electric Pumping Equipment. The A D  balance was greater than the original cost 

by $9,919 and this adjustment corrects the A / D  balance to equal the original cost 

balance. RUCO and Staff do not propose a similar adjustment to correct the A/D 

balance. 

DOES STAFF AND/OR PROPOSE AN ADJUSTMENT TO THE A/D 
BALANCE? 

Yes. Staff proposed to reduce the A/D balance by $49,456 reflecting additional 

depreciation on Deep Well No, 4.2 RUCO does not propose any adjustments to 

PLEASE RESPOND TO STAFF’S ASSERTION (AT PAGE 8 OF MR. 

KELLER’S TESTIMONY) THAT THE COMPANY DID NOT SUPPORT 

THE BASIS OR THE METHOD FOR THE A/D RELATED TO DEEP 

WELL NUMBER 4. 

The Company did provide a detailed computation of the N D  related to Deep Well 

See Direct Testimony of Jom L. Keller (“Keller Dt.”) at 8. 
See Direct Testimony of Jeffery M. Michlk (“Michlik Dt.”) at 8. 
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Q. 

A. 

Q. 

A. 

Q- 

A. 

No. 4.4 

required and disagrees with the Staff recommendation. 

The Company does not believe an additional adjustment to A/D is 

3. Contributions-in-aid of Construction (CIAC) 

PLEASE DISCUSS THE COMPANY’S ADJUSTMENT TO THE WATER 

DIVISION’S CONTRlBUTIONS-IN-AID OF CONSTRUCTION AND 

ACCUMULASTED AMORTIZATION BALANCES. 

In rebuttal B-2 adjustment 3, as shown on Schedule B-2, page 2, the Company 

reduces accumulated amortization by $1,267. This adjustment reflects a change to 

the composite deprecation rate for the test year and is related to the correction of 

the A/D balance discussed at page 5. 

DOES STAFF AND/OR RUCO PROPOSE AN ADJUSTMENT TO CIAC 

OR ACCUMULATED AMORTIZATION? 

Yes. Staff proposed to reduce the accumulated amortization balance by $20,937 

balance which reflects a 2.898 percent amortization rate for the years since the last 

rate case and through the end of the test year.’ RUCO does not propose any 

adjustments to CIAC or accumulated amortization.6 

HOW DID STAFF DETERMINE THE 2.898 PERCENT AMORTIZATION 

RATE FOR USE IT RECONSTRUCTING THE ACCUMULATED 

AMORTIZATION BALANCE? 

I am not sure. Staff does not explain its amortization rate.7 However, it appears to 

be the CIACC amortization rate used by the Company is its annualization ot test 

year depreciation expense.8 

See USLLC Direct Schedule B-2, page 4.1. 
Keller Dt. at 9. 
Michlik Dt. at 9. 
Keller Dt. at 9. 

4 

7 

* See USLLC Water Division Direct Schedule C-2, page 2. 
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Q. 

A. 

Q- 

A. 

Q. 

IS IT CUSTOMARY TO USE THE COMPOSITE DEPRECIATION RATE 
USED TO ANNUALIZE THE TEST YEAR DEPRECIATION EXPENSE 

WHEN RECONSTRUCTING ACCUMULATED AMORTIZATION? 

No. I have always reconstructed the amortization balance using the compositc 

depreciation rate for each year.g In my experience, Staff also uses the compositt 

depreciation rate for each year to compute the amortization for that year. I an- 

somewhat confused by the Staff testimony regarding the Staff testimony given thai 

Staff appears to be deviating from its typical practice regarding CIAC amortization 

I am also confused because Staff did not use the amortization rate used ir 

annualizing the wastewater division’s depreciation expense to reconstruct the 

wastewater’s accumulated amortization balance. 

B. Wastewater Division Rate Base 

WOULD YOU PLEASE IDENTIFY THE PARTIES’ RESPECTIVE RATE 
BASE RECOMMENDATIONS FOR THE WATER DIVISION? 

Yes, for the water division the rate bases proposed by the parties proposing a rate 

base in the case, the Company, Staff and RUCO, are as follows: 

OCRB FWU3 

Compan y-Direct $830,945 $8 3 0,945 

Staff $825,880 $825,880 

RUCO $830,945 $830,945 

Company Rebuttal $825,856 $825,856 

WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED 

See USLLC Water Division Rebuttal Schedule B-2, page 5.1. The exception is when the CIAC is tracked 
to a specific plant accounys). Under that circumstance the authorized depreciation rate(@ for the plant 
account(s) are used. 
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A. 

Q. 

A. 

Q. 

A. 

ORIGINAL COST RATE BASE FOR THE WATER DIVISION? 

Yes. The Company’s rebuttal rate base adjustments to the wastewater division’s 

OCRB are detailed on rebuttal schedules B-2, pages 3 through 6. Rebuttal 

Schedule B-2, page 1 and 2, summarize the Company’s proposed adjustments and 

the rebuttal OCRB. 

1. Plant-in-service (PIS) 

WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED 

ADJUSTMENTS TO PLANT-IN-SERVICE FOR THE WASTEWATER 

DIVISION, AND IDENTIFY ANY ADJUSTMENTS YOU HAVE 

ACCEPTED FROM STAFF AND/OR RUCO? 

Rebuttal B-2 adjustment 1, as summarized on Rebuttal Schedule B-2, page 2, 

consists of one adjustment labeled as “A” on Rebuttal Schedule B-2, page 3 .  

Adjustment A reflects a reclassification of $421 of plant from account 340 - 

Furniture and Equipment to 340.1 - Computers and Software. The net impact on 

total PIS is zero. Staff proposed a similar adjustment. RUCO does not propose a 

similar adjustment. 

2. Accumulated Depreciation (A/D) 

WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED 

ADJUSTMENTS TO ACCUMULATED DEPRECIATION FOR THE 

WASTEWATER DIVISION, AND IDENTIFY ANY ADJUSTMENTS YOU 

HAVE ACCEPTED FROM STAFF AND/OR RUCO? 

Rebuttal B-2 adjustment 2, as summarized on Rebuttal Schedule B-2, page 2, 

consists of one adjustment labeled as “A” on Rebuttal Schedule B-2, page 4. 

Adjustment A reflects the adjustment to A D  for additional depreciation of 

$28 and it is related to the reclassification of plant as discussed in in B-2 
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Q. 

A. 

Q. 

A. 

adjustment IA, above. The Company recommends an A/D balance of $455,092. 

Staff and RUCO do not propose a similar adjustment recommend same A/D 

balance of $455,064.'' 

3. Contributions-in-aid of Construction (CIAC) 

PLEASE DISCUSS THE COMPANY'S ADJUSTMENT TO THE 

WASTEWATER DIVISION'S CONTRIBUTIONS-IN- AID OF 

CONSTRUCTION AND ACCUMULASTED AMORTIZATION 

BALANCES. 

The Company is not proposing any additional adjustments to the wastewater 

division CIAC balance or the accumulated amortization balance. The Company 

recommends a CIAC balance of $197,193 and an accumulated amortization 

balance of $86,711 (net CIAC of $ I  1 1,262). Staff and RUCO recommend the 

same balances as the Company." 

4. Customer Securitv Deposits 

HAS THE COMPANY PROPOSED A REBUTTAL ADJUSTMENT TO 

CUSTOMER METER DEPOSITS? 

Yes. In rebuttal B-2 adjustment 4, as shown on Schedule B-2, page 2, 

the Company proposes to increase Customer Security Deposits by $5,065. 

This adjustment reflects the adoption of the Staff recommended adjustment.I2 

RUCO does not propose a similar adjustment. 

lo id. 
' I  Keller Dt. at 10. 
'' Carlson Dt. at 19. 

9 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

IV. 

Q. 

A. 

Q. 

A. 

INCOME STATEMENT 

A. 

WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSEE 

ADJUSTMENTS TO REVENUES AND EXPENSES FOR THE WATER 

DIVISION AND IDENTIFY ANY ADJUSTMENTS YOU HAVE 

ACCEPTED FROM STAFF AND/OR RUCO? 

The Company rebuttal adjustments for the water division are detailed on Rebutta. 

Schedule C-2, pages 1-12. The rebuttal income statement with adjustments is 

summarized on Rebuttal Schedule C- 1 , page 1-2. 

Water Division Revenue and Expenses 

Rebuttal adjustment number 1 reduces depreciation expense. The rebuttal 

proposed depreciation expense is lower than the direct filing by $624 

Thereduction is due to a correction of the CIAC amortization rate from 2.898 

percent to 3.1 14 percent. In its direct filing, the Company failed to remove the 

hl ly  depreciated plant associated with account 3 I 1 - Electric Pumping Equipmen! 

totaling $1 58,7 1 1 from the computation of the depreciable plant balance used in  

computing the amortization rate.I3 

DOES STAFF AND/OR RUCO PROPOSE ADJUSTMENT TO 

DEPRECIATION EXPENSE? 

Yes. RUCO proposed the same adjustment to depreciation expense as does the 

Company.I4 Both the Company and RUCO compute the essentially the same 

amortization rate (3.1 14 percent for the Company and 3.1 1 percent for RUCO).*s 

Staff proposed to reduce depreciation expense by $1 ,097.16 However, Staff uses an 

l 3  Compare USLLC Water Division Direct Schedule C-2, page2 and USLLC Water Division Rebuttal 
Schedule C-2, page 2. 
’* Michlik Dt. at 9 and RUCO Water Division Schedule JMM-7. 
I s  Compare USLLC Water Division Rebuttal Schedule C-2, page2 and RUCO Water Division Schedule 

l 6  Keller Dt. at 1 1. 
JMM-7. 
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incorrectly computed amortization rate in in computation of annualized 

depreciation expense. Staff computes an amortization rate of 3.27 percentI7 which 

is incorrect because Staff does not recognize only depreciable plant in its 

computation. 

Rebuttal adjustment number 2 reduces property tax expense and reflects the 

rebuttal proposed revenues. Staff, RUCO, and the Company are in agreement on 

the method of computing property taxes. This method utilizes the ADOR formula 

and inputs two years of adjusted revenues plus one year of proposed revenues. I 

computed the property taxes based on the Company's proposed revenues, and then 

used the property tax rate and assessment ratio that was used in the direct filing. 

ARE THE PARTIES USING THE SAME TAX RATE AND ASSESSMENT 

RATIOS? 

Yes. 

THANK YOU. PLEASE CONTINUE. 

Rebuttal adjustment number 3 increases rate case expense by $6,667 and reflect a 

reduction in the number of years to amortize rate case expense. This adjustment 

adopts the recommendation of Staff.'' RUCO does not propose a similar 

adjustment. 

18 

Rebuttal adjustment number 4 reduces other water revenues by $1,850 and 

RUCO does not reflects the adoption of the Staff recommended adjustment.20 

propose a similar adjustment. 

Q. 

A. 

Q. 
A. 

See Staff Water Division Schedule JLK-W 10. 17 

"See USLLC Water Division Rebuttal Schedule C-2, page 3; Staff Water Division Schedule JLK-Wl5; 
RUCO Water Division Schedule JMM-8. 

*O rd at I I .  

Keller Dt. at 14. 19 
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Q. 
A. 

Q. 

A. 

Rebuttal adjustment number 5 reduces water testing expense by $6,637 and 

RUCO does not propose a reflects the adoption of the Staff recommendation.2' 

similar adjustment. 

Rebuttal adjustment number 6 reduces transportation expense by $1,750 for 

and reflects the adoption of the Staff recommendation.22 RUCO does not propose a 

similar adjustment. 

Rebuttal adjustment number 7 reduces miscellaneous expense by $2,366 for 

telephone related expenses and reflects the adoption of the Staff recornmendati~n.~~ 

RUCO does not propose a similar adjustment. 

Rebuttal adjustments number 8 through 10 are intentionally left blank. 

Rebuttal adjustment 11 reflects the changes to income taxes at the 

Company's rebuttal proposed revenues and expenses. 

DO ALL THE PARTIES RECOGNIZE INCOME TAXES? 

No. RUCO does not recognize any income taxes.24 

DOES THE COMMISSION ALLOW RECOVERY OF INCOME TAXES 

FOR TAX PASS-THROUGH ENTITIES? 

2' Id. 
22 Id. at 13. 
23 Id. at 14. 
24 Michlik Dt. a t  1 1 .  

See Decision 73739, dated February 22,2013. 2s 
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Q. 

A. 

Q. 

A. 

B. 

WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED 

ADJUSTMENTS TO REVENUES AND EXPENSES FOR THE 

WASTEWATER DIVISION AND IDENTIFY ANY ADJUSTMENTS YOU 

HAVE ACCEPTED FROM STAFF AND/OR RUCO? 

The Company rebuttal adjustments for the wastewater division are detailed on 

Rebuttal Schedule C-2, pages 1-12. The rebuttal income statement with 

adjustments is summarized on Rebuttal Schedule C-1, page 1-2. 

Wastewater Division Revenue and Expenses 

Rebuttal adjustment number 1 increases depreciation expense by $48 and 

reflect the additional depreciation on plant due to the reclassification of plan1 

discussed previously on page 8. 

DOES STAFF AND/OR RUCO PROPOSE ADJUSTMENT TO 

DEPRECIATION EXPENSE? 

Yes. Staff proposes an increase to depreciation expense of $67.26 The difference 

between the Company and Staff on depreciation expense is due to a difference in 

the computation of the amortization rate. However, Staff uses an incorrectly 

computed amortization rate in in computation of annualized depreciation expense. 

Staff computes an amortization rate of 3.87 percent27 which is incorrect because 

Staff does not recognize only depreciable plant in its computation. 

Rebuttal adjustment number 2 increases property tax expense and reflects 

the rebuttal proposed revenues. Staff, RUCO, and the Company are in agreement 

on the method of computing property taxes. This method utilizes the ADOR 

formula and inputs two years of adjusted revenues plus one year of proposed 

revenues. I computed the property taxes based on the Company’s proposed 

26 Keller Dt. at 18. 
27 See Staff Wastewater Division Schedule JLK-WWIZ. 
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Q. 

A. 

Q* 
A. 

revenues, and then used the property tax rate and assessment ratio that was used in 

the direct filing. 

ARE THE PARTIES USING THE SAME TAX RATE AND ASSESSMENT 

RATIOS? 

Yes. 28 

THANK YOU. PLEASE CONTINUE. 

Rebuttal adjustment number 3 increases rate case expense by $6,667 and reflect a 

reduction in the number of years to amortize rate case expense. This adjustmenl 

adopts the recommendation of Staff?9 RUCO does not propose a similar 

adjustment. 

Rebuttal adjustment number 4 reduces other water revenues by $1,850 and 

RUCO does not reflects the adoption of the Staff recommended adj~strnent.~' 

propose a similar adjustment. 

Rebuttal adjustment number 5 reduces water testing expense by $6,637 and 

RUCO does not propose a reflects the adoption of the Staff re~ommendation.~' 

similar adjustment. 

Rebuttal adjustment number 6 reduces transportation expense by $1,750 for 

and reflects the adoption of the Staff rec~mmendation.~~ RUCO does not propose a 

similar adjustment. 

See USLLC Wastewater Division Rebuttal Schedule (2-2, page 3; Staff Water Division Schedule JLK- 

Keller Dt. at 14. 
Id. at 1 1 .  

Id. at 13. 

28 

WW 14; RUCO Wastewater Division Schedule JMM-8. 
29 

30 

.3' Id. 
32 
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Q. 
A. 

Q. 

A. 

V. 

Q. 

A. 

Rebuttal adjustment number 7 reduces miscellaneous expense by $2,366 foi 

telephone related expenses and reflects the adoption of the Staff recornmendati~n.~. 

RUCO does not propose a similar adjustment. 

Rebuttal adjustments number 8 through 10 are intentionally left blank, 

Rebuttal adjustment 11 reflects the changes to income taxes at thc 

Company’s rebuttal proposed revenues and expenses. 

DO ALL THE PARTIES RECOGNIZE INCOME TAXES? 

No. RUCO does not recognize any income taxes.34 

DOES THE COMMISSION ALLOW RECOVERY OF INCOME TAXES 

FOR TAX PASS-THROUGH ENTITIES? 

RATE DESIGN (H SCHEDULES). 

A. Water Division 

WHAT ARE THE COMPANY’S PROPOSED RATES FOR WATER 

SERVICE? 

The Company’s proposed rates are: 

MONTHLY SERVICE CHARGES 

518” x 3/4” Meter $ 40.61 

314” Meter $ 40.61 

1 ” Meter $ 100.52 

1 1/2”Meter $203.04 

2” Meter $324.86 

3” Meter $649.72 

”Id. at 14. 
34 Michlik Dt. at 11. 

See Decision 73739, dated February 22,2013. 15 
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4” Meter 

6” Meter 
$1,015.19 

$2,030.38 

1” Meter - Res. & Corn. 

1 %” Meter - Res. & Corn. 

2” Meter- Res. & Corn. 

3” Meter- Res. & Corn. 

4” Meter- Res. & Corn. 

6” Meter- Res. & Corn. 

Irrigation Meters 

Standpipe/Bulk Water 

Gallons in minimum 

COMMODITY RATES 

5/8”X3/4” -Res. & Corn 1 to4,000 

4,001 to 9,000 

Over 9,000 

1 to4,000 

4,001 to 9,000 

Over 9,000 

1 to 27,000 

Over 27,000 

1 to 57,000 

Over 5 7,000 

1 to 94,000 

Over 94,000 

1 to 195,000 

Over 195,000 

1 to 309,000 

Over 309,000 

1 to 615,000 

Over 615,000 

All gallons 

314” - Res. & Corn. 

All gallons 

0 

$ 8.25 

$15.75 

$2 1.75 

$ 8.25 

$15.75 

$2 1.75 

$15.75 

$2 1.75 

$15.75 

$2 1.75 

$15.25 

$21 -75 

$15.25 

$2 1.75 

$15.25 

$2 I .75 

$15.25 

$21.75 

$15.75 

$21.75 

16 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Construction Meters All gallons $2 1.75 

WHAT WILL BE THE 5/8X3/4 INCH RESIDENTIAL CUSTOMER 

AVERAGE MONTHLY BILL UNDER THE NEW RATES? 

As shown on Schedule H-2, page 1, the average monthly bill under proposed rates 

€or a 3/4 inch residential customer using an average 4,123 gallons is $75.54 - a 

$36.96 increase over the present monthly bill or a 95.8 1 percent increase. 

HAVE YOU MADE ANY CHANGES TO THE RATE DESIGN FROM THE 

DIRECT FILING? 

No. 

PLEASE COMMENT ON THE PROPOSED WATER RATE DESIGN OF 

STAFF AND RUCO. 

Before I begin, the Staff proposed water rates do not produce the Staff 

recommended revenue requirement. The revenues produced are about 14,000 short. 

That said, the Staff rate design will lead to greater amounts of revenue erosion 

when conservation occurs than the Company’s rate design. One reason for thi5 

higher revenue instability is that a greater portion the revenue requirement is 

recovered via the commodity rates under the Staff rate design than the Company 

rate design. Under the Staff design less than 33 percent of the revenue requirement 

is recovered from the monthly minimums whereas under the Company’s rate 

design about 40 percent of the revenues are recovered from the monthly 

minimums. Another reason for the greater revenue stability is that under the Staff 

rate design more revenues are recovered from the higher commodity rates. About 

48 percent of the revenue requirement is recovered from the two highest 

commodity rates under the Staff rate design while about 38 percent of the revenue 

requirement is recovered from the two highest commodity rates. When 

17 
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Q. 
A. 

Q. 

A. 

Q. 

A. 

conservation occurs, the commodity revenues will decrease to a greater exteni 

under the Staff rate design compared to the Company rate design. 

WHY IS THAT THE CASE? 

When more revenues are expected to be recovered from the commodity rates, a 

greater amount of revenues are lost. This is because the commodity rates musl 

necessarily be higher when a greater proportion of revenues are recovered from the 

commodity rates as opposed to the monthly minimums. With each gallon of water 

being priced at a higher cost, the dollar loss from each gallon lost means more 

revenues are lost. Additionally, since a much greater portion of the commodity 

revenues are recovered from the highest priced commodity rates under the Stafl 

rate design than under the Company rate design it translates to more revenue 

instability. 

WHY DO THESE SCENARIOS INCREASE REVENUE INSTABILITY 

AND THE RISK OF REVENUE EROSION? 

A loss of a gallon of water at the higher commodity rates means more revenue loss 

than the loss of a gallon of water at the lower commodity rate. The larger water 

users typically have the greatest amount of discretionary water and the greatest 

amount of conservation can be expected to occur from these customers as they will 

see the highest cost commodity rates. 

IF THE GOAL IS TO ACHIEVE CONSERVATION THEN WHY NOT 

CHARGE THESE CUSTOMERS AS MUCH AS POSSIBLE FOR THEIR 

WATER USE? 

Conservation is not the only goal of a sound rate design. Equally important is 

ensuring the utility recovers its cost of service (revenue requirement), revenue 

stability. These two goals must be balanced (along with the goal of avoiding cost 

18 
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Q- 

A. 

Q. 

A. 

of service inequities)!6 The Company’s proposed rate design promote! 

conservation by charging the higher water users more per unit of water than thc 

low water users. The higher cost of water sends a conservation pricing signal tc 

the higher water users. This is consistent with the approach the Commission hac 

taken on rate design for more than a decade now, at least in my experience. 

On the other hand, the Company’s rate design provides for more revenw 

stability by providing a better balance of revenue recovery between the monthlj 

minimums and the commodity rates. Further, with respect to the commoditj 

revenues the Company’s rate design provides a better balance of revenue recoveq 

across all the commodity rates. 

WHAT DO YOU MEAN BY A BETTER BALANCE ACROSS THE 

COMMODITY RATES? 

Balance refers to how evenly the commodity revenue is recovered between the 

lowest priced commodity rate and the highest priced commodity rates. Setting the 

higher commodity rates too high and recovering a greater amount of revenue fi-orr 

the higher commodity rates leads to the loss of a greater amount of revenue when 

conservation occurs. 

DO YOU HAVE SIMILAR REVENUE STABILITY CONCERNS WITH 

RUCO’S PROPOSED RATE DESIGN? 

Yes. RUCO’s rate design recovers about 35 percent of revenues fiom the monthly 

minimums which is significantly lower than the Company’s recovery at about 40 

percent. Further, like the Staff rate design, a greater portion of the revenue 

requirement is recovered from the highest cost commodity rates. RUCO’s rate 

design recovers about 40 percent of revenues fiom the two highest commodity 

36 Princiules of Water Rates. Fees. and Charges. AWWA Manual M-1 Sixth Edition, American Water 
Works Association, p.4. 
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Q. 

A. 

Q. 

A. 

Q* 

A. 

Q. 

A. 

rates. 

HOW DID THE COMPANY DETERMINE THE COMMODITY RATE 

FOR STANDPIPE WATER AND CONSTRUCTION WATER? 

The Company followed the typical and customary practice of setting the 

commodity rate to the highest cost commodity rate. Standpipe and construction 

water customers do not pay a monthly minimum and purchased small quantities il 

water which is inefficient and more costly. These customers should pay more for 

water than a regular customer. 

1. Other Tariff Changes. 

IS THERE ANY DISAGREEMENT BETWEEN THE COMPANY AND 

STAFF ON THE COMPANY’S PROPOSED METER AND SERVICE LINE 

INSTALLATTON CHARGES? 

No. The Company and Staff are in agreement. 

IS THERE ANY DISAGREEMENT BETWEEN THE COMPANY AND 

STAFF ON THE COMPANY’S PROPOSED MISCELLANEOUS 

CHARGES? 

No. 

B. Wastewater Division 

WHAT ARE THE COMPANY’S PROPOSED RATES 

WASTEWATER SERVICE? 

The Company’s proposed rates are: 

MONTHLY CHARGE 

5/8” x 314” Meter 

3/4” Meter 

1 ” Meter 

20 

$53.00 

$53.00 

$132.50 

FOR 
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Q. 

A. 

Q. 
A. 

Q. 

1 1/2” Meter 

2” Meter 

3” Meter 

4” Meter 

6” Meter 

Rate per 1,000 gallons of water use: 

Residential 

Car washes, laundromats, commercial, manufacturing 

Hotels and motels 

Restaurants 

Industrial Laundries 

Waste Haulers 

Restaurant Grease 

Treatment Plant Sludge 

Treatment Plant Sludge 

$265.00 

$424.00 

$848.00 

$1,325.00 

$2,6 5 0.00 

$ 5.31 

$ 5.20 

$ 6.97 

$ 8.61 

!l 7.63 

$155.79 

$136.32 

$1 55.79 

$486.85 

WHAT WILL BE THE 3/4 INCH RESIDENTIAL CUSTOMER AVERAGE 

MONTHLY BILL UNDER THE NEW RATES? 

As shown on Schedule H-2, page 1, the average monthly bill under proposed rates 

for a 3/4 inch residential customer using an average 4,123 gallons is $74.91 - a 

$50.83 increase over the present monthly bill or a 2 1 1.13% increase. 

HAVE YOU MADE ANY CHANGES TO THE RATE DESIGN? 

No. 

PLEASE COMMENT ON THE PROPOSED WASTEWATER RATE 
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A. 

Q. 
A. 

DESIGN OF STAFF AND RUCO. 

The Staff proposed wastewater rate design does not include a usage charge for 

residential customers. Further, the usage charge for other classes of customers is 

$1 1.28. The Company disagrees with the Staff rate design because it does not 

distinguish between those customers who place more demands on the wastewater 

system because they use more water and/or because their wastewater is more costly 

to treat. 

The RUCO proposed wastewater rate design does not include any monthly 

minimums. All of the wastewater revenues are recovered via usage charges. The 

Company disagrees with the RUCO rate design because it leads to higher revenue 

instability and can lead to wide fluctuations in monthly revenues (seasonality). 

DOES THAT CONCLUDE YOUR REBUTTAL TESTIMONY? 

Yes. 
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REBUTTAL SCHEDULES 

WATER DIVISION 



Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

Utility Source. LLC -Water Division 
Test Year Ended December 31,2012 

Computation of Increase in Gross Revenue 
Requirements As Aausted 

Exhibit 
Rebuttal Schedule A-1 

' Page1 
Witness: Bourassa 

Fair Value Rate Base 

Adjusted Operating Income 

Current Rate of Return 

Required Operating Income 

Required Rate of Return 

Operating Income Deficiency 

Gross Revenue Conversion Factor 

Increase in Gross Revenue 
Requirement 

Adjusted Test Year Revenues 
Increase in Gross Revenue Revenue Requirement 
Proposed Revenue Requirement 
% Increase 

Customer 
Classification 
314 Inch Residential 
314 Inch Commercial 
2 Inch Commercial 
2 Inch Irrigation 

BulklCmsttuction 

Revenue Annualiiation 
Subtotal 

Other Water Revenues 
Reconciling Amount 

Total of Water Revenues 

SUPPORTING SCHEDULES: 
B- 1 
c-1 
c-3 

1,575.194 

(5.885) 

-0.37% 

173,271 

11 .OO% 

179,157 

1.2658 

226,783 

206.184 
226,783 
432,967 
109.99% 

Present Proposed Dollar Percent 
Increase Increase - Rates - Rates 

$ 159.301 $ 327.130 $ 167,829 105.35% 
322 81 1 490 152.32% 

38.120 89,877 51.757 135.78% 
2,122 119.50% 

3,856 110.74% 

1,776 3,898 

3,482 7,339 

328 634 306 93.31% 
$ 203,328 $ 429.689 $ 226.361 11 1.33% 

3,441 3.441 0.00% 
422 -72.14% 

0.00% 
(585) (163) 

$ 206.184 $ 432.967 $ 226.783 109.99% 

45 H-1 



Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
1 1  
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 

Utility Source. LLC - Water Division 
Test Year Ended December 31,2012 

Summary of Rate Base 

Exhibit 
Rebuttal Schedule 6-1 
Page 1 
Witness: Bourassa 

Gross Utility Plant in Selvice 
Less. Accumulated Depreciation 

Net Utility Plant in Service 

- Less: 
Advances in Aid of Construction 

Contributions in Aid of Construction 

Accumulated Amortization of ClAC 

Customer Meter Deposits 
Deferred Income Taxes & Credits 

- Plus: 
Unamortized Finance 

Prepayments 
Materials and Supplies 
Allowance for Working Capital 

Charges 

Total Rate Base 

SUPPORTING SCHEDULES: 
8-2 
8-3 
8-5 
E-I 

Original Cost 
Rate base 

$ 2,496,640 
716,486 

5 1,780,154 

Fair Value 
Rate Base 

$ 2,496,640 
716,486 

$ 1,780,154 

294.745 294,745 

(95,670) 

5,885 

(95,670) 

5,885 

5 1,575,194 $ 1,575,194 



Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 

Utility Source. LLC -Water Division 
Test Year Ended December 31,2012 

Original Cost Rate Base Proforma Adjustments 

Exhibit 
Rebuttal Schedule 8-2 
Page 1 
Witness: Bourassa 

Gross Utility 
Plant in Service 

Less: 
Accumulated 
Depreciation 

Net Utility Plant 
in Service 

Less: 
Advances in Aid of 

Construction 

Contributions in Aid of 
Construction - Gross 

Accumulated Amortization of ClAC 

Customer Meter Deposits 
Accumulated Deferred Income Tax 

Plus: 
Unamortized Finance 

Prepayments 
Materials and Supplies 
Working capital 

Charges 

Total 

SUPPORTING SCHEDULES: 
8-2. pages 2 
E-1 

Adjusted 
at end 

of 
Test Year 

Rebuttal 
Adjusted 

at end 

Test Year 
Profoma of 

Adiustment 

$ 2,496,640 $ 2,496,640 

726,406 (9,919) 716,486 

$ 1,770,234 $ 1,780.154 

294.745 

(96,938) 

5,885 

$ 1,566,542 

1,267 

0 

294.745 

(95,670) 

5,885 

$ 1,575,194 

RECAP SCHEDULES: 
E-1 



Line 
No - 
1 Gross Utility 
2 PlantnSeMaa 
3 
4 Less: 
5 Accumulated 
6 Depreoalion 
7 
8 
9 Net u t i i ~  Plant 
10 inSeMce 
11 
12 Less: 
13 AdvanesmAdof 
14 Ccnslrucbofl 
15 
16 Contribulons n Ad of 
17 ConstrucbMI (ClaC) 
18 
19 Accumulated h O r l  of C!AC 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Cuslomer Mstef Depeits 
Accumulated Dderred lnmrne Taxes 

PIUS: 
Unemorllzed Finance 

Prepaymenk 
Materials and Suppbes 
Allowance for Cash Worlcng Caplal 

TOW 

Charges 

UPPORTNG SCMDULES 

E-1 

UtiMy Souce. LLC . Water Dlusion 
Test YearEnded Dexmber 31, a 1 2  

Orgird Cost Rate Bsw Proforma Aquslrnds 

EXhibl 
Rebullal Schedule E 2  
Page 2 
Wtwss Eiourassa 

Proforma AdustrnerQ Rebutlal 
Adjusted 1 2 3 4 P Adjusted 

Of Plant-in- Acwmubted seaxay Len of 
Iastynar .&cm Deo r&ation W && Teolyell 

at end at end CW&W h n n t m n y  

0 2.49&640 $ 2.4961640 

726.46 (9.919) 716.486 

5 1.77Q234 S - $ 9.919 $ ~ 5 - S - $ 1,784154 

294,745 

(96.938) 

5.885 

1.267 

294,745 

(95.670) 

5.885 

5 1,5634542 5 - $ 9,919 3 (1,267) $ - S - $ 1,575,194 

RECAP SCHEDULES 
E-1 



Line 
NO 

1 
2 
3 
I Accl. 

6 301 Orolnaation Cost 
7 302 FnnchiseCorl 
8 303 Land md Land Rihb 
9 304 SlrucCres and hprovcmants 
10 305 Collscling and lrnpoundinp Res. 
11 308 Lake River and Mher Inlakes 
12 307 Well1 ndSpnngr 
13 308 Infillranon Gallcrier and Tunnels 
14 309 Supply Mains 
I5 310 POwarGeneralion Equipment 
16 31 I Eledric Pumping Equipmenl 
17 320 Water Trealment Equipment 
18 320 1 Water Trealmenl Plan1 
19 320.2 Chemcal Solution Faadsrr 
20 330 Olsl Reserwin h Slandppa 
21 330 1 Slongetsnks 
22 330.2 Pressure Tanks 
23 331 Trans. and Disl. Mains 
24 333 Servws 
25 334 Melem 
26 335 Hydrants 
27 336 Baskbw Prewnlton Devices 
28 339 Other Plant end Mirc. Equip 
29 340 OK- Fumllum and Fixiums 
30 340. I Cornwen and SoMre 
31 341 Tnnsmnalion Equipment 
32 342 S lo~sEqu ipmnl  
33 343 Tools and work Equ~pmani 
34 344 LabratolyEquiplMni 
35 345 POwar Ownled Equipment 
36 346 Communications Equipment 
37 347 Miscellaneous Equipwnl 
36 348 G t h r T a n m  Plant 
39 Plam Held (or Fulun use 
40 TOTALS 
41 
42 Plani-i~Servm per Boors 
43 
44 Increase Wecrease) in PIanl-m.Servlcs 
45 
46 Adjuslmnl lo PIanI-mJewice 
47 
48 SUPPORTING- 
49 8 - 2 . p w ~ r 3  1 
5(1 

- 

5 & -  

Uldily Source. LLC -Water Division 
Test Year Ended Dccernber31.2012 

Onpnal Cos1 Rale Bas0 Proforma Adivslmnts 
Adprlmenl Number 1 

PIant-wServicc 

Exhibit 
Rebuttal Schedule B 2  
Page 3 
Wihsrs: Bourarsa 

A R 

Orignal IO Reconcile Plan1 Ldi 
GQaI &@ti 

Adjuslcd Adjuslmnls lntenlionaliy 

210.000 
72.997 

1.353.539 

89,125 
158.711 

5.487 

321.452 

161.632 
86.250 

34,500 

2.947 

Rebuttal 
Adjusted 
Ongnal 
sad 

210.000 
72.997 

1353.539 

89.125 
158.711 

5.487 

321.452 

161.832 
e4.250 

34,500 

2.947 



Cine 
- No. 
1 Reconciliation to Reconstructed Plant-in-Sewice 
2 

Utility Source. LLC -Water Division 
Test Year Ended Decembec 31,2012 

OriOinal Cost Rate Base Profonna Adjusbnents 
Adjustment Number 1 - A  

3 
4 Acct 
5 &  
6 301 
7 302 
8 303 
9 304 
10 305 
11 306 
12 307 
13 308 
14 309 
15 310 
16 311 
17 320 
18 320.1 
19 320.2 
20 330 
21 330.1 
22 330.2 
23 331 
24 333 
25 334 
26 335 
27 336 
28 339 
29 340 
30 340.1 
31 341 
32 342 
33 343 
34 344 
35 345 
36 346 
37 347 

39 
40 
41 
42 

XI 348 

Descriplion 
Organizalion Cost 
Franchise Cos1 
Land and Land Rights 
Structures and Improvements 
Collecting and Impounding Res 
Lake River and Other lnlakes 
WeUs and Spnngt 
InfiHration Galleries and Tunnels 
Supply Mains 
Power Generation Equipment 
Electric Pumping Equipment 
Water Treatmen I Equipment 
Water Treatment Plant 
Chemical Solution Feeders 
Dist. Reservoirs 8 Standpipe 
S t m e  tanks 
Pressure Tanks 
Trans. and Dirt. Mains 
Services 
Meters 
Hydrants 
Backflow Prevention Devices 
Other Plant and Misc. Equip. 
Office Furniture and Fixlures 
Computers and Software 
Transportation Equipment 
Slores Equipmenl 
Tools and work Equipment 
Laboratory Equipmenl 
Power Operated Equipment 
Communications Equipment 
Misceltanwus Equipmenl 
Other Tangible Plant 

Recorded 
Orginal 
- cos1 

210.000 
81.748 

2.831.982 

89,125 
158.711 

5.487 

321.452 

161.632 
86.250 

34.500 

4.872 

Removed 
Deep Well #4 

Q,& 

(8.751) 

(1.478.423) 

(1.725) 

Adjusted 
Original 
Q& 

210.000 
72.997 

1,353,539 

87.400 

5.487 
158.711 

321.452 

161,632 
88.250 

34.500 

4.672 

Plant 
Per 

Reconstruction 

210,000 
72.997 

1.353.539 

67.400 
158.711 

5.487 

321,452 

161,632 
88.250 

34.500 

4.672 

Difference 

Planl Held for Future Use 
TOTALS 5 3.985.539 S (1,488,899) 5 2.496.640 5 2,496,600 5 - 

43 SUPPORTING SCHEDULE 
44 
45 

8-2. pages 3.2 - 3.8 

Exhibit 
Rebutlal Schedub 8-2 
Page 3.1 
witness: Bourassa 
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4.418 
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s.0n 

171.47l 

I0.W 
49.5% 

451 

17.641 
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7.1w 

1.m 



TOTALS 

2.431 

7.138 

2.944 
2.812 

690 

Rn 
w4q21 

2m.w0 
72.997 

2071.(nl 

a7.m 
159.711 

5.48, 

321.451 

1473m 
W.2M 

Y .ya 
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2 
3 . 
5 
6 
7 
8 
e 
0 

1, 

12 
13 
4 4  
5 

16 

I 
V 

I ,  
n 
23 
2. 
K 
26 
27 
28 
2s 
90 
18 
32 
11 
l4 
35 
16 

m 

TOTALS 

o m  
O m *  
O W  
3 mu 
250% 
254% 
3 uu 
6 67% 
Zoo* 
5 m y  

1250% 
3 33% 
3 uu 

moox 
2 zzn 
I n x  
Loox  
2oox 
333% 
8 3 x 4  
1mX 
6 glU 
6 67u 
887u  

x )  mu 
4 mx 
5 m y  

10 my 
5 m  

10 oox 
10 oox 
10 my 

mom 

7U.i.l 733.141 

. 3.959.47 815,247 753341 . 7U.I.l 

800 

170 

k. 
bus 

13.W 

3w.w 

%.lS4 
108,114 

1.W 

30.24M 

16,191 
15,797 

3.185 

255 



2 
3 
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5 

7 
8 
9 
10 

1 
12 
13 . 
15 

7 
18 
9 
10 
21 
22 
23 
7. 
25 
26 
21 
>I 
29 
M 
18 
12 

33 
14 
Is 

e 

?e 

ie TOTALS 

2.63 

94.071 

2-4 
2872 

690 

1 70 



1.W 

7.m 

l4.43l 

2502 

7 . m  

1 4 . 4 2  

p)n( 

BalBEs 

210m 
81.748 

2.a3l.962 

w.125 
ly1.111 

5.487 

121,451 

161.6Sl 
W r x l  

Y.sm 

?.5U 



o.wx 
0.m 
0.m 
3.m 
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5.m 

12wU 

2 5 0 1  
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xux 
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0.3% 
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32% 
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72.887 
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lsS.71l 
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321,451 
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Line 
!a 

I 
2 
3 
4 
5 
6 
7 
8 
9 
10 
I 1  12 

13 
14 
15 
16 
17 
19 18 

20 
21 
22 
23 
24 
25 
26  
21 
2 8  
29 
30 
31 
32 
33 
34 
35  
36 
3 7  
3 8  
39 
40  
41 
42 
43 
44 
45  
46 
47 
1 8  
49 
50 

Ulility Scurce. LLC - W8terDMrion 
Tort Year Ended Dacembdr 31 .2012  

Oripln.1 Corl R i b  Base Pmbnna Adjur(men1s 
Adpamanl Numter 2 

Exhibil 
RebutW Schedule 5 2  
Page 4 
Wihsrr: Bounrr. 

Awl. 
& DetcriMion 
301 Oqanizsuon Cor1 
302 Franchise Corl 
303 Land and Land Rlphls 
304 S~wlures and lmprovemenls 
305 CoYedmg and lmpaundmg Res. 
306  Laha River and Olhar Inlakes 
307 Wcib and Spnngs 
308 lnfilratbn Galleries and Tunnels 
3m supphl~atns 
310  P-r Generation Equipmen1 
31 1 Eleclnc Pumpin0 Equipment 
320 WaIw Trealrnenl Equiprnenl 

320 I Walcr Trealmenl Plant 
320.2 Chemwl Soblion Feeders 

330.1 Stomp lank5 
330.2 Prerwn Tanks 

330 Dm1 RBSBW(IIR 6 Slsndplpe 

331 Trans. and Disl. Mans 
333 sstv8Czr 
334 Melem 
335  nydrantr 
336 B & W  Prevenkm Devicss 
339 Olher Plan1 and Misc. Equip. 
340 0610 Furniture and Fiziures 

540.1 cwnputers snd S m W n  
341  Tmn.podalion Equlpnenl 
342  Slorns Equimnl 
343 Took 8nd%r(; Equipmen1 
344 L.bora!usyEqvipnenl 
U 5  PomrOperaled Equipmael 
346 Communications Equipnmnl 
341 Mi-Uanswr EquipMnI 
3 4 E  OlherTwibk Plan1 

TOTALS 

B B E e E 
RobMsl 

Adjusled Adjslmenb I n l e n I ~ U y  Inlen6MsRy Inlentionally Idon lm~l iy  Adjusled 
Accum. To Reconcile Pbnl Lsll LCR Len Len Amum 
&E€ I o R O  conaVYnion && w w m BE€ 

20.662 20.662 

361,185 381.185 

37.145 37.145 
168.630 (9,919) 158.711 

1.553 1.553 

60.658 60.658 

25.457 
24.413 

5.665 

837 

25.457 
24,413 

5.865 

837 

S 726.406 S (9,919) S - I  - s  - 5  - I 716,486 

ASCumdOled Dnprscistbn per Books I 726.406 

Increase (decrease) tn Accurmlabd Daprecuh I (9.919~ 

Adjortmenl lo Accumulalad Depncwllon 

SUPPORTI- 
8-2 pager 4 1 
8-2 pager 4 2 

s ( 9 , 9 1 9 ~  



utility Source. LLC -Water Dlvlsbn 
Test Year Ended December 31.2012 

Original Cost Rats Base P m f m a  Adjusmenls 
Adjustment Number 2 - A 

Exhibit 
Rebuttal Schedule 8-2 
Page 4.1 
Witness: Bourassa 

Line 
- No. 

1 
2 

Reconcilation lo Reconstructed Accumulated DeDrecialion 

3 
4 AcCt 
5 N o .  
6 301 
7 302 
8 303 
9 304 
10 305 
11 306 
12 307 
13 308 
14 309 
15 310 
16 311 
17 320 
16 320.1 
19 320.2 
20 330 
21 330.1 
22 330.2 
23 331 
24 333 
25 334 
26 335 
27 336 
28 339 
29 340 
30 340.1 
31 341 
32 342 
33 343 
34 344 
35 345 
36 346 
37 347 
38 348 
39 
40 
41 
42 

Description 
Organization Cost 
Franchise Cost 
Land and Land Rights 
SINdures and Improvements 
Collecting and Impounding Res. 
Lake River and Other Intakes 
Wells and Springs 
Inliltration Galleries and Tunnels 
Supply Mains 
Power Generation Equipment 
Electric Pumplng Equipment 
Water Treatment Equipment 
Water Treatment Plant 
Chemical Solution Feeders 
Dist. Reservoirs 8 Standpipe 
Storage tanks 
Pressure Tanks 
Trans. and Dist Mains 
Services 
Meters 
Hydrants 
Backflow Prevention Devices 
Other Plant and Misc. Equip. 
Ofiice Furniture and Fixtures 
Computers and SoWare 
Transpoilation Equipment 
Stores Equipment 
Tools and Work Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communications Equipment 
Miscellaneous Equipment 
Other Tangible Plant 

Adjusted 
Accumulated 
Deweciation 

20,662 

381.185 

37,145 
168.630 
1.553 

60,658 

25,457 
24.413 

5.865 

837 

Accumulated 
Adjusted Depreciation 

Accumulated Per Plant 
Deweciatiin RewnslNctin 

20,662 

381.185 

37.145 
168.630 
1,553 

60.658 

25.457 
24,413 

5.865 

037 

20.662 

381.185 

37,145 
158,711 
1,553 

60.658 

25.457 
24.413 

5.865 

837 

Plant Held for Future Use 
TOTALS S 726,406 5 726,406 S 716.486 5 (9,919) 

43 SUPPORTING SCHEDULE 
44 6-2. pages4.1 
45 8-2. pages 3 3 - 3.9 



Utility Source. LLC -Water Division 
Test Year Ended December 31,2012 

Original Cost Rate Base Proforma Adjustments 
Adjustment 3 

Exhibit 
Rebuttal Schedule 8-2 
Page 5.0 
Witness: Bourassa 

Contributions-in-Aid of Construction ICIAC) and Accumulated Amortization 

Accumulated 
Amortization 

$ 95,670 

$ 96,938 

$ (1,267) 

$ 1,267 
3b 

SUPPORTING SCHEDULES 

6-2. page 5.1 
E-1 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Computed balance at end of test year 

Adjusted balance at end of test year 

Increase (decrease) 

Gross 
ClAC 

$ 294,745 

$ 294,745 

$ 

Adjustment to ClAClAA ClAC 
Label 

$ 
3a 



U t i l i  Sowce. LIS .Water Diwsion 
Test Year Ended Deember 31.2312 
Conlnbutonam-ad of Constwllon (CIAC) 

LUX 
- No 
1 
2 
3 
4 
5 GrossClAC 
6 
7 Amonnalon Decslon No 70140 
8 Amortealon Rale 
9 Amoneaton 
10 A m d a t e d  &nofluaton 
11 
12 NetCIAC 
13 
14 
15 
16 
17 
18 
19 
20 
21 GroaClAC 
22 
23 
24 Amorteaton Rate 
25 Arnori#zalvm 
26 Accumdald Amortualon 
27 
28 NelClAC 
79 

294.745 294.745 294.745 294,745 294,745 

3.61% 
10.817 
27,024 

3.67% 
10.817 
37.841 

3.66% 
10.788 
48,629 

3.27% I 
9.638 

Balance EaIame 

294,745 294745 294,745 

3.W% 
10,611 
68.878 

3.59% 5.50% 
10,581 16.211 
79,453 95.670 



Utility Source. LLC - Wabr Division 
Test Year Ended December 31,2012 

Original Cost Rate Base Prdonna Adjustments 
Adjustment 4 

Customer Deposits 

Exhibit 
Rebuttal Schedule 6-2 
Page 6.0 
Witness: Bourassa 

Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 Increase (decrease) 
9 
10 
1 1  
12 
13 
14 
15 
16 
17 
18 

20 Testimony 
21 Workpapen 
22 
23 
24 
25 
26 
27 

29 
30 
31 
32 
33 
34 
35 

Computed balance at end of test year 

Book balance at end of test yea 

19 SUPPORTING SCHEDULES 

28 



Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Utility Source. LLC -Water Division 
Test Year Ended December 31,2012 

Computation of Working Capital 

Exhibit 
Rebuttal Schedule 8-5 
Page 1 
Witness: Bourassa 

Cash Working Capital (1/8 of Allowance 
Operation and Maintenance Expense) $ 10,275 

Pumping Power (1/24 of Pumping Power) 2,783 
Purchased Water (1124 of Purchased Water) 
Prepaid Expenses 

Total Working Capital Allowance $ 13,058 

Working Capital Requested 5 

Total Operating Expense 
Less: 
Income Tax 
Property Tax 
Depreciation 
Purchased Water 
Pumping Power 
Allowable Expenses 
1/8 of allowable expenses 

Adiusted Test Year 
$ 212,069 

$ (1,475) 
7,464 

57,091 

66,787 
$ 82,202 
$ 10,275 

SUPPORTING SCHEDULES: RECAP SCHEDULES: 
E-1 8-1 



Line 
No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
30 
39 
40 
41 
42 
43 
44 
45 

- 

Utilily Source. LLC -Water Division 
Test Year Ended December 31,2012 

Income Statement 

Revenues 
Metered Water Revenues 
Unmetered Water Revenues 
Other Water Revenues 

Operating Expenses 
Salaries and Wages 
Purchased Water 
Purchased Power 
Fuel For Power Productton 
Chemicals 
Matenals and Supplies 
Ofice Supplies and Expense 
Contractual Sewces - Accounbng 
Contractual Servlces - Professional 
Contractual Servlces - Maintenance 
Contractual Servms - Other 
Water Testing 
Rents 
Transportation Expenses 
Insurance - General Liability 
Insurance - Health and Life 
Reg Comm Exp -Other 
Reg Comm Exp -Ratecase 
Miscellaneous Expense 
Bad Debt Expense 
Depreciation and Amortization Expense 
Taxes Other Than Income 
Properly Taxes 
Income Tax 

Total Operating Expenses 
Operating lncome 
Other Income (Expense) 

Interest Income 
Other income 
Interest Expense 
Other Gqwnse 

Total Other Income (Expense) 
Net Profit (Loss) 

SUPPORTING SCHEDULES 
C-1 page2 
E-2 

Test Year 
Adjusted 
Resuns 

$ 202,743 

5,261 
$ 208.004 

$ 

66.787 

1,460 
12,257 
2,399 

20.253 
9,651 

8.107 

2.186 

10,000 
19,976 

57.720 

7.530 
(2.0641 

$ 216,269 
$ (8.265) 

s 

Exhibit 
Rebuttal Schedule C-1 
Page 1 
Wltness: Bourassa 

Rebudal Rebuttal 
Test Year Proposed Adjusted 
Adjusted Rate with Rate 

Adiustment - Results Increase Increase 

5 - S 202,743 $ 226.783 $ 429.526 

(1.820) 3,441 3,441 
$ (1,820) S 206.184 $ 226.703 t 432,967 

- 9  

66,787 

1,460 
12,257 
2,399 

20.253 
9,651 

(6.637) 1,470 

(1.750) (1.750) 
2.186 

$ 

66.787 

1.460 
12.257 
2.399 

20.253 
9,651 

1,470 

6,667 16.667 
(2.366) 17,610 

(637) 57,091 

16.667 
17.610 

57,091 

6 6 )  7.464 2.737 10,201 . .  
590 (1,475) 44.890 4314 15 

s (4,200) $ 212,069 5 47,627 $ 259,696 
$ 2,380 $ (5.885) $ 179,157 $ 173.271 

s - s  - $  - $  
a 2,380 $ (5.885) S 179,157 S 173.271 

RECAP SCHEDULES: 
A- 1 



Utility Source. UC. Water Division 
Test Year Ended December 31.2012 
trim Statement 

Exhiba 
RebJtsl scheduie C-1 

Witness: 8ounsra 
PRp 2.1 

Prop ly  Taxer 
l w m e  T u  

Total Operating Expenses 
Oporaling Insome 
Olher Income (Expense) 

lnleresl Incoma 
OUxr lnwme 
lnlerest Expense 
Olher Expense 

Tdal Ciher Income (Eap.nse) 
Ne( Pront (Loss) 

7 
E-2 

Ravenues 
Metered Water Revenar 
Unmetered Water Revenues 
Other Walei Revenuer 

Operaling Elp.nr.r 
Salaner d wager 
Purchased Waler 
Purchased Porrer 
Fuel For P-r Production 
Chemicals 

Llne 
- No 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 Malends ard Suppres 
13 Ofice Suppler and Expanre 
14 COnlracM SeNUn - Acuxlnting 
15 Contrachral S~NICW. Prdesswnal 
16 Contnctual Sarvrer . Mamlmnce 
17 Conuactual S ~ N K ~ S .  Other 
18 Water Testing 
19 Rents 
M TranrpMallon E?pnser 
21 Insuance . General LmJsblmy 
22 lnsuanse.HaaHhandL& 

24 Reg Comm Exp . Rate Case 
25 M I C ~ L ~ Y S  Expense 
26 BedDeMExpanse 
27 Deprec mdAmoIt.Eap 
28 Taxes Other Than Income 
29 

23 Rep Canm Elrp - O h 1  

30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

5.261 (1,820) 
I 208.004 f - S . S - I (1.820) S . S . 5 - 
s -  

66.767 

1.460 
-2.257 
2.399 

20.253 
9.851 

8.107 

2.185 

1o.Ooo 
19,976 

57.726 (637) 

6.887 
(2.5661 

7.530 (=I 
(2,064) 

S 216,269 S (637) S (88) S 6.687 5 - f (6.637) t (1,750) S (2,368). 
5 (6.285) 5 637 S 85 f (6.687) I (1.E20) S 6.837 5 1.750 5 2.368 



Utility Sour- U C  -Water Dlvklon 
Test Year Ended Decamber 31.2012 
I n m e  Statement 

1 B - 10 - 11 Rebullal 
Inlenl~~laUy In len lm4y  Intentmally Ted Ye= 

Ll"e Len Len Len Income Adjusted 
YQ @%Ilk Mal% w U S b E Y i i E  

1 Revenuer 
2 Metered Waler Revenues S 202.743 
3 Unmetered Waler Revenues 

Exhibll 
R W t a l  Schedule C-1 
Page22 
Witness. Bourasra 

RebuMl 
P v e d  Aqusled 

R a e  wnthRae 
- w  

S 226.783 f 429,526 

4 Other Waler Revenues 
5 
6 Operating Expenass 
7 Salarder and Wawr 
8 Purchased Waler 
9 PYChatedP3Wcr 
10 Fuel For PDWsr PmdlIclKln 
11 chernrals 
12 Malermls and Supplies 
13 Offii  Supplies and Expense 

15 Contractual S S ~ h e r  - Professional 
16 cOnaac(ual SBIVices - Maintenance 

14 COnbMvel SSNlCaS - Acmunung 

17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
UI 
39 
40 
41 
42 
43 
44 

ContIacIWl SnVlCCS~ Mher 
Watw Testing 
Rents 
Tmsporlation Ewames 
Insumw - Oeneml LebiUn, 
Insumw. Heath and L(e 
Reg. Cornm. Exp. -Other 
Reg. Cmm ET. - RaIO Case 
Mi-llpneous Expenre 
Bad Debt Expense 
Cmtnec. n d  Aman €4. 

P r o p i y  Taxes 
Income Tax 

Total Operating Expenses 
Operating Income 
Olhw Incorm (Eipense) 

IMerw Income 
Olher mme 
lnlererl Expense 
mher Emenre 

TWS olher ma I- 

Total Mhu Incoma (Expmre) 
Net FmfH (Loss) 

c-2 
E-2 

. s 206.184 3.441 s 228.763 f 432.967 3.441 
- f  - t  s - a  

I -  s 

88.787 68.787 

1.460 
12.257 
2.399 

20.253 
9,651 

1 .460 
12.257 
2.399 

20.253 
9.551 

1.470 1.470 

(1.750) 
2.186 

16,667 
17,610 

(1.750) 
2.186 

16.687 
17.610 

57.081 57,081 

7 . W  2.?37 10.201 
590 (1,475) 44.890 43.415 

f - I  - s  - S 590 f 212,089 S 47,627 S 259.698 
s - s  . S (590) S (5.885) S 179.157 S 173271 

s - s  . 5  - a  - 5  . s  . a  
t . s  - 5  - I (590) 5 (5.885) I 179.157 S 173.271 



Line 
No 
1 
2 
3 
4 Revenues 
5 
6 Expenses 
7 
8 Operating 
9 Income 
10 
11 Interest 
12 Expense 
13 Other 
14 Income/ 
15 Expense 
16 
17 Net Income 
18 
19 
20 
21 
22 
23 
24 
25 Revenues 
26 
27 Expenses 
28 
29 Operating 
30 Income 
31 
32 interest 
33 Expense 
34 Other 
35 Income/ 
36 Expense 
37 
38 Net Income 
39 
40 

- 

Utility Source. LLC -Water Divislon 
Test Year Ended December 31.2012 

Adjustments to Revenues and Expenses 

Exhibit 
Rebuttal Schedule C-2 
Page 1 
Witness: Bourassa 

A- 

2 2 4 2 6 Subtotal 
1 

Revenue Water Auto 
Depreciation Property Rate Case 

Testina ExDense Taxes ExDense Adiustment - Exmnse 

(1,820) (1,820) 

(6,637) (1.750) (2,423) (637) (66) 6 667 

637 66 (6.667) (1.620) 6,637 1,750 603 

6,637 1.750 603 637 66 (6,667) (1,820) 
i 

Adlustmenis to Revenues and Exoenses 
I - 9 10 - 11 6 

Intentionally Intentionally IntenGnally 

Left Len Len Income - Blank - Taxes 

Telephone 
Exonese - Blank - Blank 

(1.820) 

590 (4,200) 
(2,366) 

2,366 
2.360 

(590) 2.380 
2.366 



Line 
NO. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

- 

Acct. - No. 
301 
302 
303 
304 
305 
306 
307 
308 
309 
310 
31 1 
320 

320.1 
320.2 
330 

330.1 
330.2 
331 
333 
334 
335 
336 
339 
340 

340.1 
34 1 
342 
343 
344 
345 
346 
347 
348 

Utility Source. LLC -Water Division 
Test Year Ended December 31,2012 

Adjustments to Revenues and Expenses 
Adjustment Number 1 

Depreciation Exoense 

Exhibit 
Rebuttal Schedule C-2 
Page 2 
Wtness: Bourassa 

Descriotion 
Organization Cost 
Franchise Cost 
Land and Land Rights 
Structures and Improvements 
Collecting and Impounding Res. 
Lake River and Other Intakes 
Wells and Springs 
Infiltration Galleries and Tunnels 
Supply Mains 
Power Generatin Equipment 
Electric Pumping Equipment 
Water Treatment Equipment 
Water Treatment Plant 
Chemical Solution Feeders 
Dist. Reservoirs & Standpipe 
Storage tanks 
Pressure Tanks 
Trans. and Dist. Mains 
Services 
Meters 
Hydrants 
Backflow Prevention Devices 
Other Plant and Misc. Equip. 
Office Furniture and Fixtures 
Computers and Software 
Transpoilation Equipment 
Stores Equipment 
Tools and Work Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communications Equipment 
Miscellaneous Equipment 
Other Tangible Plant 

TOTALS 

Adjusted 
Original 

210.000 
72,997 

1,353,539 

89.125 
158.711 

5.487 

321,452 

161,632 
86.250 

34,500 

2.947 

Adjusted 
Non-depreciable/ Original 
Fullv Denreciated __ cost  

(21 0,000) 
72,997 

1,353,539 

(1 58,711) 
89.125 

5,487 

321,452 

161.632 
86,250 

34,500 

2,947 

$ 2,496,640 $ (368.711) $ 2,127.929 

Gross ClAC 

Pro~osed Denreciation 
ExDense 

0.00% 
0.00% 
0.00% 
3.33% 2,431 
2.50% 
2.50% 
3.33% 45,073 
6.67% 
2.00% 
5.00% 4,456 

12.50% 
3.33% 183 
3.33'10 

20.00% 
2.22% 7,136 
2.22% 
5.00% 
2.00% 3,233 
3.33% 2.872 
8.33% 
2.00% 890 
6.67% 
8.67% 
8.67% 197 

20.00% 
20.00% 
4.00% 
5.00% 

10.00% 
5.00% 

10.00% 
10.00% 
10.00% 

$ 66,270 

Amort. Rate 
41 Less: Amortization of Contributins 
42 Total Depreciation Expense 
43 
44 
45 
46 
47 
48 
49 
50 SUPPORTING SCHEDULE 
51 8-2. page3 

Adjusted Test Year Depreciation Expense 

Increase (decrease) in Depreciation Expense 

Adjustment to Revenues and/or Expenses 

$ 294,745 3.1143% $ (9.179) 
$ 57.091 

57.728 

(637) 

$ (637) 

'Fully Depreciated 



Utility Source. LLC -Water Division 
Test Year Ended December 31.2012 

Adjustment to Revenues and Expenses 
Adjustment Number 2 

Prowrtv Taxes 

Exhibit 
Rebuttal Schedule 
Page 3 
Witness: Bourass: 

- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 

39 
40 

3a 

Line 
. DESCRIPTION 

Company Adjusted Test Year Revenues 

Test Year Company 
Recommended as adiusted 

$ 206,184 $ 206,184 
Weight Factor 
Subtotal (Line 1 Line 2) 
Company Recommended Revenue 
Subtotal (Line 4 + Line 5) 
Number of Years 
Three Year Average (Line 5 / Line 6) 
Department of Revenue Mutilplier 
Revenue Base Value (Line 7 Line 8) 
Plus: 10% of CWlP (intentionally excluded) 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + Line 10 - Line 11) 
Assessment Ratio 
Assessment Value (Line 12 * Line 13) 
Composite Property Tax Rate - Obtained from ADOR 
Test Year Adjusted Property Tax Expense (Line 14 * Line 15) 
Tax on Parcels 
Total Property Taxes (Line 16 + Line 17) 
Test Year Property Taxes 
Adjustment to Test Year Property Taxes (Line 18 - Line 19) 

2 
41 2,368 
206,184 
618,552 

3 
206,184 

2 
412,368 

2 
41 2,368 
432,967 
845,336 

3 
281,779 

2 
563.557 

563.557 
20.0% 

112,711 
9.0503% 

0 10,201 

$ 7.464 
$ 7,530 
f (66) 

Property Tax on Company Recommended Revenue (Line 16 + Line 17) 5 10.201 
Company Test Year Adjusted Property Tax Expense (Line 18) 
Increase in Property Tax Due to Increase in Revenue Requirement 

Increase in Property Tax Due to Increase in Revenue Requirement (Line 24) 
Increase in Revenue Requirement 
Increase in Property Tax Per Dollar increase in Revenue (Line 26 / Line 27) 

$ 2,737 
$ 226,783 

1.20671 % 

412.368 
20.0% 

82.474 
9.0503% 

$ 7.464 

$ 7.464 
t 2,737 

I '  



Utility Source. LLC - Water Division 
Test Year Ended December 31,2012 

Adjustment to Revenues and Expenses 
Adjustment Number 3 

Rate Case Expense 

Line 
- No. 
1 
2 
3 Estimated Rate Case Expense 
4 
5 
6 
7 Annual Rate Case Expense 
8 
9 Adjusted Test Year Rate Case Expense 
10 
11 Increase(decrease) Rate Case Expense 
12 
13 Adjustment to Revenue and/or Expense 
14 
15 
16 Reference 
17 Testimony 
18 
19 
20 

Estimated Amortization Period in Years 

Exhibit 
Rebuttal Schedule C-2 
Page 4 
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$ 50,000 

3 

$ 16,667 

$ 10,000 

$ 6,667 

$ 6,667 



Utility Source. LLC - Water Division 
Test Year Ended December 31,2012 

Adjustment to Revenues and Expenses 
Adjustment Number 4 

Exhibit 
Rebuttal Schedule C-2 
Page 5 
Witness: Bourassa 

Revenue Adiustment 

Line 
- No. 
1 
2 Revenue Adjustment 
3 
4 
5 
6 Total Revenue from Annualization 
7 
8 
9 
10 
11 Reference 
12 Staff Adjustment # 1 
13 
14 
15 
16 
17 
18 
19 
20 

Adjustment to Revenue and/or Expense 

$ (1,820) 

$ (1,8201 



Utility Source. LLC -Water Division 
Test Year Ended December 31,2012 

Adjustment to Revenues and Expenses 
Adjustment Number 5 

Water Testing 

Exhibit 
Rebuttal Schedule C-2 
Page 6 
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Line 
- No 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 Reference 
12 Staff Adjustment #3 
13 
14 
15 
16 
17 
18 
19 
20 

Staff Recommended Water Testing Expense 

Adjuste Test Year Water Testing Expense 

Adjustment to purchased power expense (rounded) 

Adjustment to Revenue andlor Expense 

$ 1,470 

$ 8,107 

$ (6,637) 

(6,637) 



Utility Source. LLC -Water Division 
Test Year Ended December 31,2012 

Adjustment to Revenues and Expenses 
Adjustment Number 6 

Auto ExDense 

Exhibit 
Rebuttal Schedule C-2 
Page 7 
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Line 
No. 
I 
2 Test Year Auto Expense 
3 
4 Staff Recommended Auto Expense 
5 
6 Adjustment to Revenues 
7 
8 
9 
10 
11 Reference 
12 Staff Adjustment #4 
13 
14 
15 
16 
17 
18 
19 
20 

- 

Adjustment to Revenue and/or Expense 

$ 1,500 

3.250 

$ (1,750) 

(1,750) 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

Utility Source. LLC -Water Division 
Test Year Ended December 31,2001 

Adjustment to Revenues and Expenses 
Adjustment Number 7 

TeleDhone Expense 

Staff Recommended Telephone Expense 

Adjusted Test Year Telephone Expense 

Adjustment to Revenues 

Adjustment to Revenue and/or Expense 

Reference 
Staff Adjustment #5 

Exhibit 
Rebuttal Schedule C-2 
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5 2,366 

4,732 

$ (2,366) 

$ (2.366) 



Utility Source. LLC -Water Division 
Test Year Ended December 31,2001 

Adjustment to Revenues and Expenses 
Adjustment Number 8 

Exhibit 
Rebuttal Schedule C-2 
Page 9 
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lntentionallv Left Blank 

Line u 
1 
2 
3 
4 
5 
6 
7 

9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

a 



Utility Source. LLC -Water Division 
Test Year Ended December 31,2012 

Adjustment to Revenues and Expenses 
Adjustment Number 9 

Exhibit 
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Intentionally Left Blank 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 



utility Source. LLC - Water Mvislon 
Test Year Ended December 31,2012 

Adjustment to Revenues and/or Expenses 
Adjustment Number 11 

Line 
No. 

1 Income Taxes 
2 
3 
4 Compauted Income Tax 
5 
6 
7 
8 
9 
10 
11 
12 
13 SUPPORTING SCHEDULE 
14 C-3, page2 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 

Test Year Income tax Expense 
Adjustment to Income Tax Expense 

Exhibit 
Rebuttal Schedule C-2 
Page 12 
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Test Year Test Year 
at Present Rates at Proposed Rates 

$ (1,475) $ 43,415 
(2,064) (1,475) 

$ 590 $ 44,890 



Utility Source. LLC -Water Division 
Test Year Ended December 31,2012 

Computation of Gross Revenue Conversion Factor 

'Exhibit 
Rebuttal Schedule C-3 
Page 1 
Witness: Bourassa 

Line 
No. Description 

1 Combined Federal and State Effective Income Tax Rate 
2 
3 Property Taxes 
4 
5 
6 Total Tax Percentage 
7 
8 
9 
10 
11 
12 

Operating Income % = 100% - Tax Percentage 

Percentage 
of 

Incremental 
Gross 

Revenues 
20.036% 

13 1 = Gross Revenue Conversion Factor 
14 Operating Income % 

0.965% 

21.001% 

78.999% 

15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 SUPPORTING SCHEDULES: 
26 C-3,page2 
27 

29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

2a 

1.2658 

RECAP SCHEDULES: 
A- 1 



Line 
ple 

CROSS R M r m E  CONVERSION CACTOR 

WCKET No WS42676A-1201% 

100.- 
20.0360% 
79.seuwO 

O . w o M (  
Q.wwW 

1w.owo1( 
31527% 

96.8473% 
17.4129% 
16.LVulX 

20.0260% 

I 173211 
I (5.885l 

I 179.157 

27 Iwmc TU*. MI R n o m n d d  R e v m e  (cd (F). L52) I 43.415 
I (1.475L 28 

29 Reqhed 
llxm Tuer on Ted Year Revenue (Cd. (C). L52) 

I 44.890 ir Revenue lo Rwlde L I  In- Taxer (K7 - K8) 

U 
45 
46 
41 
4a 49 

50 
52 51 

53 
n 

55 
% 
57 

54 
59 
64 

1 T&l W.*, TOW 
I 206.I84 I 2W.W I w.57 I 4a.967 

211.544 213.544 218281 216281 

11.128) 209.855 

(1243) (1.244 36.94 
17.4329% 

1.575.194 I 1,575,191 -4 



Line 
No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

- 

Utility Source, LLC -Water Division 
Revenue Summary 

Test Year Ended December 31,2012 

Exhibit 
Rebuttal Schedule H-1 
Page 1 
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Total Total Percent 

at at Present 
Revenues Revenues of 

Present Proposed Dollar Percent Water 
Meter Size Classification Chanse Chanse Revenues 

314 Inch Residential 8 159,301 8 327,130 8 167.829 105.35% 77.26% 
314 Inch Commercial 322 81 1 490 152.32% 0.16% 
2 Inch Commercial 38.120 89,877 51,757 135.78% 18.49% 
2 Inch Irrigation 1,776 3.090 2,122 119.50% 0.86% 

Percent 
of 

Proposed 
Water 

Revenues 
75.56% 
0.19% 

20.76% 
0.90% 

BulWConstruction 3.482 7,339 3.856 110.74% 1.69% 169% 

Subtotals of Revenues S 203.001 8 429,056 S 226,055 111.36% 98.46% 99.10% 

314 Inch Residential 8 328 $ 634 S 306 93.31% 0.16% 0.15% 

Revenue Annualizations: 

BulklConstruction 0.00% 0.00% 0.00% 
Subtotal Revenue Annualization 326 634 306 93.31% 0.16% 0.31% 

98.6 1 % 99.24% Total Revenues wl Annualization S 203.328 $ 429.689 8 226.361 111.33% 
Misc Revenues, as adjusted 3,441 3.441 0.00% 1.67% 0.79% 
Reconciling Amount (585) (163) 422 -72.14% -0.28% -0.04% 
Total Revenues 100.00% 100.00% 



Customer 
Line Classification 
Na pndlor Meter SIZQ 

1 314 Inch Residential 
2 3/4 Inch Commercial 
3 Zlnch Commercial 
4 2 Inch Irrigation 
5 
6 Construction/Bulk 
7 
8 
9 
10 
11 
12 Totals 
13 
14 Actual Year End Number 
15 of Customers: 
16 
17 
18 
19 

Utility Source. LLC - M e r  Dlvl8lofl 
Analysis of Revenue by Detailed Class 
Test Year Ended December 31,2012 

Exhibit 
Rebuttal Schedule H-2 
Page 1 
Witness: Bourassa 

(a) 
Average 

Number of 
Customeq AYQmQw Promsed lncreesg Percent 

a: Average Present Proposed Dollar Percent of 
Bokep Bmpvnt &YlQmcuctomers 

36.96 95.81% 98.16% 
1 1,667 26.50 66.86 40.36 152.30% 0.31% 
3 115,286 1,004.10 2,268.34 1.264.24 125.91% 0.92% 
1 - $ 148.00 $ 324.86 $ 176.86 119.50% 0.31% 

1 26,251 290.19 611.56 321.36 110.74% 0.31% 

12/31/2012- m 
320 4,123 $ 38.58 $ 75.54 $ 

326 

327 

100.00% 



Docekt NO. WS-04235A-13-0331 

Customer 
Llne Classlflcation 
!h andlor Maor Slze 

1 3 4  Inch Residential 
2 314 inch Commercial 
3 2lnch Commercial 
4 2Inch Irrigation 
5 
6 ConstructionlBulk 
7 
8 
9 
10 
11 Totals 
12 
13 Actual Year End Number 
14 of Customers: 
15 
16 
17 
18 

Utlllty Source, LLC -Water Dlvlslon 
Analysis of Revenue by Detailed Class 
Test Year Ended December 31,2012 

(a) 
AWrePe 
Number of 
Customws 

at 
12/31/2012 

320 
1 
3 
1 

1 

326 

327 

Exhibit 
Rebuttal Schedule H-2 
Page 2 
Witness: Bovrassa 

!swkuM -sed lnCW3SQ 
wlan Present Proposed Dollar Percent 

QmsurnDtlon k?B& Amount Amount 
3.500 $ 35.30 $ 69.48 $ 34.18 96.83% 
1.500 $ 25.70 $ 64.23 38.53 149.93% 

65.000 613.40 1.348.61 735.21 119.86% 
- $ 148.00 $ 324.86 $ 176.86 119.50% 

40.501 437.69 921.50 483.82 110.54% 

Percent 
of 

Customers 
98.16% 
0.31% 
0.92% 
0.31% 

0.31% 

100.00% 



U t i l i  Source, LLC - Water Division 
Revenue Breakdown Summary 

Present Rates 

Exhibit 
Rebuttal Schedule H-2 
Page 3 
Witness: Bourassa 

Monthly Commodity Commodity Commodity 
rn first Tier Seco nd Tier Third Tier IQQ! 

314 Inch Residential $ 71,262 $ 54.684 $ 23,774 $ 9,908 $ 159,629 

2 inch Commercial $ 5.328 $ 14,424 $ 18,368 $ - $ 38,120 

ConstrudionlBuik $ 222 $ 3,260 $ - $  - $ 3,482 

314 Inch Commercial $ 222 $ a9 $ 11 $ - $  322 

2 Inch irrigation $ 1,776 $ - $  - $  - ! §  1,776 

TOTALS 
Percent of Total 38.76% 35.64% 20.73% 4.87% 100.00% 
Cummulative % 38.76% 74.40% 95.1 3% 100.00% 

Amount % of Revenues 
Monthly Minimum Revenues $ 78.810 38.76% 

Commoditv Revenues 
Lowest Commodity Rate $ 54,773 26.94% 
Middle Cornmodty Rate $ 38.209 18.79% 
Highest commodity rate $ 31,536 15.51% 
Subtotal Commodily Revenues $ 124,518 61.24% 

Total Revenues $ 203,328 100.00% 



Utility Source, LLC -Water Division 
Revenue Breakdown Summary 

Proposed Rates 

Exhibit 
Rebuttal Schedule H-: 
Page 4 
Witness: Bourassa 

Monthly Commodity Commodity Commodity 
Mins First Tier Second Tier Third Tier w 

314 Inch Residential $ 156,420 $ 93,988 $ 52,297 $ 25,059 $ 327,764 
314 Inch Commercial $ 487 $ 291 $ 33 $ - $  81 1 
2 Inch Commercial $ 11,695 $ 31,729 $ 46,454 $ - $ 89,877 
2 Inch Irrigation $ 3,898 $ - $  - $  - $  3,898 

ConstructionBulk $ 487 $ 6,851 $ - $  - $  7,339 

TOTALS $ 172,988 $ 132,860 $ 98,783 $ 25,059 $ 429,689 
Percent of Total 40.26% 30.92% 22.99% 5.83% 100.00% 
Cummulative YO 40.26% 71.18% 94.17% 1 00 .OO% 

p m o u a  % of Revenues 
Monthlv Minimum Revenues $ 172,988 40.26% 

Commod' itv Revenues 
Lowest Commodity Rate $ 94,280 21.94% 
Middle Commodty Rate $ 84,058 19.56% 
Highest Commodity rate $ 78.364 18.24% 
Subtotal Commodity Revenues $ 256,701 59.74% 

Total Revenues $ 429,689 100.00% 



U t l l ~  Sourca. U C  .Water OhisLon 
Test Year Ended Decamer 31.2012 

Present and Proposed Rates 

EXhbit 
Rebunal Schedule H-3 
Page 1 

Lire 
- No Monthly Usage Charge for' 

1 Melei Sue (All Classes1 
2 5/8x3/4 hch 
2 314 Inch 
3 llnch 
4 1 lf2lnch 
5 2lncn 
6 3lnch 
7 4lnch 
8 6lnch 
9 
10 
11 
12 
13 
14 
15 
16 C o m m o d i t v w  
17 
18 ySx3/4 Inch (Rsadenual. Commercial) 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 NT=NoTanff 
41 

Gallons In Minmurn (All C lassea 

314 Inch Meler (Rewdenlial. Commercial) 

1 Inch Mater (Rowdenlial. Commeraal) 

1 5 Inch Meler (Resndenlial Cornmereal) 

2 l x h  Meler (Readenlial. Commerual) 

3 Inch Meler (Residenlbal. Commercial) 

5 18.50 I 
18.50 
4650 
92.50 

148.00 
296.00 
462.50 
925 00 

4 0 6 1 1  2211 
40 61 22 11 

101 52 5502 
203 04 11054 
324 86 17686 
649 72 353 72 

1,015 19 552 69 
2.03338 1.10538 

11 9 50% 
11950% 
11832% 
11950% 
11950% 
11950% 
llQ5D)b 
11950% 

Blefb 

1 gallons 10 4.000 gallons 
4.001 gallons to 9,WO g d l w  
over 9.000 gallons 

1 gallons lo 4.000 gallons 
4.001 gallons IO 9,000 gdlon~ 
over 9.000gallonr 

1 gallons 10 27.000 gallons 
over 27.0W gallons 

Over Minimum up 10 57.000 gallons 
Over 57.000 gaUons 

1 QaIlonS 10 94.000 gallons 
over 94.000 gallons 

1 @Ions to 195.OOO gallons 
over 195.WO gallons 

(Per 1,OOO gallons) 
R.wnc Ropowd 
me Em 

4 8 0  f 8 2 5  
716 $ 1575 
am f 2175 

480 I 825 
7 16 $ 1575 
860 $ 21 75 

480 f 1575 
7 16 5 21 75 

480 f 1575 
716 f 2175 

4 8 0  s 157s 
7 16 5 21 75 

480 S 1575 
7 16 S 2175 



Utility Source, U C  - Wter DM.lon 
Test Year Ended Decelmer 31,2012 

Presanl and Propmed Rates 

Exhlhrl 
Rebunal medub ~3 
Page 2 

No 
1 

4 4 Inch Me12 (Residenlial. Commeraal) =mi lo 309.MX) gallons 1 4.80 $ 15.75 
7.16 S 21.75 

6 
4.80 S 15.75 

8 7.16 S 21.75 
9 
10 Irrigation Melers A# Q d O W  5 9.26 $ 15 75 
11 
12 Standpipe or Bulk A# QallOnf 5 10.35 S 21.75 
13 
14 Construaion A# gallons 5 10.35 f 21.75 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
56 
37 
38 
39 
40 
41 
42 C m s f r u d i ~ ~ n d p i p s  
43 
44 NT=NoTanff 

- 
2 &I -P&bed 
3 Commodi Rates ee?r 

over 309.000 uellms 5 

7 6 Inch Meler (Residential. Commercial) 1 ga!4ons (0 615.W g a l h s  5 
OVW 615.000 Q a l h S  5 

NT f 21.75 

fPer LOW oallonsl 

All gallons 



WliIy source, LLC - waar Dlvirlon 
Present and Pwosed Rates 

Test Year Ended Decernber31.2012 

Line 
tfa 

1 ~ S e r v k e -  
2 Present proposed 
3 Present Meter Proposed Meter 
4 Service Install- Total Service Install- 
5 Line ation Present Line aljon 
6 
7 5/8x34lrrh 
8 34lnch 
9 1 Inch 
10 11Rlnch 
11 ZkuhTurW 
12 2Inch.COmpwnd 
13 3 ~ T u 1 b a  
14 3 Inch. compound 
15 4lnchTurbo 
16 4Inch,compwnd 
17 6lnchTurbo 
18 6 Inch. compound 
19 

Exhiba 
Rebunal Schedule H-3 
Page 3 
Wimess: Bowassa 

Total 
f++=d 
I;hruoe 

5 520.M) 
620.00 
730.00 
995.00 
1,795.W 
2.640.00 
2.635.W 
3.630.W 
4.000.00 
5.155.00 
7.075.06 
9.090.00 

20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
3a 
39 
40 
41 
42 
43 
44 
45 

' Based on ACC Staff Engineering Memo dated Febwary 21. MOB 

(a) S 5.00 minimum M 1.5% of unpaid balance whichever is greater. 
Aher hours service charge will apply when service reqwsted by t~storner aher hwn. 



REBUTTAL SCHEDULES 
WASTEWATER DIVISION 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 

9 
10 
11 
12 
13 
14 
15 
16 
17 

19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 

a 

i a  

Utility Source. LLC - Wastewater Division 
Test Year Ended December 31.2012 

Computation of Increase in Gross Revenue 
Requirements As Adjusted 

Exhibit 
Rebuttal Schedule A-1 
Page 1 
Witness: Bourassa 

Fair Value Rate Base 

Adjusted Operating Income 

Current Rate of Return 

Required Operating Income 

Required Rate of Return 

Operating Income Deficiency 

Gross Revenue Conversion Factor 

Increase in Gross Revenue 
Requirement 

Adjusted Test Year Revenues 
Increase in Gross Revenue Revenue Requirement 
Proposed Revenue Requirement 
% Increase 

Customer 
Classification 
314 Inch Residential 
314 Inch Commercial 
2 Inch Commercial 

Revenue Annualization 
Subtotal 

Other Water Revenues 
Reconciling Amount 
Rounding 
Total of Water Revenues 

SUPPORTING SCHEDULES: 
0- 1 
c-1 
c-3 
H-1 

$ 825,856 

(83,387) 

-10.10% 

$ 90,844 

11 .OO% 

ts 174.232 

1.2021 

$ 209.436 

$ 119.464 
ts 209,436 

175.31 % 
s 328.900 

Present Proposed Dollar Percent 
Increase Increase - Rates 

$ 92.479 $ 287,729 $ 195,250 211.13% 
626 547.81% 

23,698 36.829 13,131 55.41% 
0.00% 

114 740 

173 74 1 567 327.23% 
$ 116,465 $ 326,039 $ 209.574 179.95% 

3,441 3,441 0.00% 
(442) (580) (138) 31.22% 

0.00% 
$ 119,464 $ 328,900 $ 209.436 175.31% 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
1 1  
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 

Utility Source. LLC -Wastewater Division 
Test Year Ended December 31,2012 

Summary of Rate Base 

Exhibit 
Rebuttal Schedule 8-1 
Page 1 
Witness: Bourassa 

Gross Utility Plant in Service 
Less: Accumulated Depreciation 

Net Utility Plant in Service 

- Less: 
Advances in Aid of Construction 

Contributions in Aid of Construction 

Accumulated Amortization of ClAC 

Customer Meter Deposits 
Deferred Income Taxes & Credits 

plus: 
Unamortized Finance 

Prepayments 
Materials and Supplies 
Allowance for Working Capital 

Charges 

Total Rate Base 

SUPPORTING SCHEDULES: 
5 2  
5 3  
0-5 
E-1 

Original Cost 
Rate base 

$ 1.397.271 
455,092 

$ 942,179 

Fair Value 
Rate Base 

$ 1,397,271 
455,092 

$ 942.1 79 

197.973 

(86,715) 

5,065 

197.973 

(86.715) 

5,065 

$ 825.856 $ 825,856 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 

Utility Source. LLC -Wastewater Division 
Test Year Ended December 31,2012 

Original Cost Rate Base Proforma Adjustments 

Gross Utility 
Plant in Service 

Less: 
Accumulated 
Depreciation 

Adjusted 
at end 

of 
Test Year 

$ 1,397,271 

455,064 

Net Utility Plant 
in Service 

Less: 
Advances in Aid of 

Construction 

Contributions in Aid of 
Construction - Gross 

Accumulated Amortization of ClAC 

Customer Meter Deposits 
Accumulated Deferred Income Tax 

Plus: 
Unamortized Finance 

Prepayments 
Materials and Supplies 
Working capital 

Charges 

Total 

SUPPORTING SCHEDULES: 
5 2 ,  pages 2 
E-1 

~ 

$ 942.207 

197,973 

(86,711 ) 

$ 830.945 

Exhibit 
Rebuttal Schedule 8-2 
Page 1 
Witness: Bourassa 

Rebuttal 
Adjusted 
at end 

Proforma of 
Adiustment Test Year 

$ 1,397.271 

28 455,092 

(4) 

5,065 

$ 942.179 

197,973 

(86,715) 

5.065 

$ 825,856 

RECAP SCHEDULES: 
B-1 



Llne 
& 

1 Gross Utillty 
2 Plant n S e M m  
3 
4 Less: 
5 Accumulated 
6 Oepreoatcn 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

Net Utiliy Plant 
In SeMce 

Less: 
Advances m Aid of 

Cmstrucbn 

COninbulDnS in Aid of 
C m s l r W n  ( C I X )  

Accumulated Pmott of ClAC 

Cuslomer Meter D e p ~ i t s  
Accumulated Deferred lnmme Taxes 

24 
25 Plus: 
26 Unarmteed Finance 
27 Charges 
28 Prepqmenk 
29 Matefits snd Supples 
30 
31 
32 Tot3 
33 
34 
35 
36 SUPPORTNG SCI-EDULES, 
37 E-2.pages3-5 
38 E-1 
39 
40 

Allowance for Cash W n g  Capkal 

Utility Source. U C  - Wastewater Divkion 
Ted Year Ended Dsember 31. a012 

Onginal Cost Rate Base Pmforma Adjustments 

Exhibii 
Rebutal Schedub 8-2 
Page 2 
witness: Bowassa 

Profom Ad Mnents Rebutal 
a 9 1 AdJusted 

at end 1 2 lntmtionaly 
of Plarl-in- Aaumdated Cusomer Left Of 

AdJUSted 
at m d  

TedYear s ; l B ( ; l 2 @ Q & B ! &  BUQiz 
S 1.397.271 S 1,397.271 

455.034 28 455,092 

I 942,237 5 - s  (28) 0 - S - $ - S 942.179 

197,973 

(86.711) (4) 

5,065 

197,973 

(86,715) 

5.065 

BECAP SCHEDULE3 
E-1 



Utility Source. U C  -Wastewater Division 
Tsrl Year Ended O~Qmbar31.2012 

Onpinal Cos1 Raw Base Pmiorms Nwrlmenlr 
Agrlmenl Numbcr 1 

. .  
anl-in-Sem@ 

Line 
&L 

I 
2 
3 
4 Awl 

Exhibit 
Rebutla1 Schedule 8-2 
Page 3 
Wdnsaa Bourassa 

AdiuMme& 
d B t Q E 

Adjuslmsnls Rebunel 
Adjualed Required lo Inlenticm8~ lnlentimaHy InlentiaUy lnlenlicmalty Adjurled 

Rewndle lo Len LCfl Len L d l  %mal Original 
GQ€l BhF. BhF. tumk Blpnk !&El 

6 351 OrpnustwnCor~ 
7 352 Frenchi3eCasl 
8 353 Land and Land RignIr 105.m 105.000 
9 354 SMlurer 6 Impmvsmenlr 58.350 56.350 
10 355 PorsrGelwralion E q u i w n l  2.879 2.879 
11 360 Collection S-R - Fons 
12 361 Calleclmn Sewn - Gmvily 280.553 260.553 
13 362 SpSci.1 Collecting Sbvclures 
14 363 Servcies lo Cuslomen 60.375 60.375 
I5 364 Flow Mearuhg Devices 
16 365 Flow Measwing Inrlallaliinl 
17 356 Reu5e SSNIG~S 3,450 3.450 
18 367 Reuse Meloo and Meter inrlallelion: 
19 370 RaceivlngWallr 
20 371 PumpingEquipmmi 
21 374 Reuse Dislribvlion Rererviors 
22 375 Rcura Tnnrmissbn and Dishbulior 
23 380 Tmauntnl 6 hrposal Equipmenl 903,992 903.992 
24 381 PlsnlScwrr 
25 382 OuWall Sewr Liner 
26 389 Mher Plan1 h Huc Equipment 
27 390 OK- Furniture h Equipmsnl 4,672 (421) 4,251 
28 390.1 Computeo6Sotlwere 421 421 
29 391 Tmnrporlalion Equipment 
30 392 SlomsEquipmenl 
31 393 Tmk. Shop 6 Gam@ Equipmenl 
32 394 Laboraloly Equipmsnl 
33 395 P o w r  Operaled Equipman1 
34 3% Comrmntalion Equipmen1 
35 397 Mtsccll8naour Equipment 
36 308 OlhsrT.ngi& Plant 
37 TOTALS I 1,387,271 I (0) I - $  - I  - I  . I 1.397.271 
38 
39 Phnl-io-Sewm per Eooks I 1,397,271 
40 
4 1  Increase (decrease) m Planl-ihSewrse s 
42 
43 AWr1-t to PI'anl-mn-SeNb 
44 

46 8-2. psg.r  3.1 
47 

45 SUPPORnNCSCnEDULES 



Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
1 1  
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 

Utility Source. LLC -Wastewater Division 
Test Year Ended December 31,2012 

Original Cost Rate Base Prdorma Adjustments 
Adjustment Number 1 -A 

Reconcilation to Reconstructed Plant-inService 

Acct 

351 
352 
353 
354 
355 
360 
36 1 
362 
363 
364 
365 
366 
367 
370 
371 
374 
375 
380 
381 
382 
389 
390 
390.1 
391 
392 
393 
394 
395 
396 
397 
398 

Descriotion 
Organization Cost 
Franchise Cost 
Land and Land Rights 
Structures & lnprovements 
Power Generation Equipment 
Collection Sewers - Force 
Collection Sewers -Gravity 
Special Collecting Structures 
Servdes to Customers 
Flow Measuring Devices 
Flow Measuring Installations 
Reuse Services 
Reuse Meters and Meter lnstallatior 
Receiving Wells 
Pumping Equipment 
Reuse Distribution Resewion 
Reuse Transmission and Oistributio 
Treatment 8, Oisposd Equipment 
Plant Sewers 
Outfall Sewer Lines 
Other Plant 8 Misc Equipment 
Office Furniture 8 Equipment 
Computers & Software 
Transportation Equipment 
Stores Equipment 
Tools, Shq, & Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Plant - 

TOTALS $ 

SUPPORTING SCHEDULE 
8-2, pages 3.2 - 3.8 

Adjusted Plant 
Orginal Per Adjustment 
C A  Peconstruction Beauired 

105.000 105.000 
56,350 56,350 
2.879 2,879 

260.553 260.553 

60,375 60,375 

3,450 3.450 

903,992 903,992 

4,672 4,251 (42 1 
42 1 421 

1.397.271 $ 1.397.271 $ (0) 

Exhibit 
Rebuttal Schedule 8-2 
Page 3.1 
Witness: Bourassa 
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t 0 . m  
2.W* 

3 13U 

250% 
2 ylx 

5mu 
3.11s 
6 SlU 

am\  
10.W 

4.- 
5 . m  
,LW 
5 . m  

mmy 
1o.m 

8 iw 

i250m 

5.wn 

hsw 

iamu 

, .6sa 
421 

1.608 
.21 

1.an 
144 

5.211 

1.108 

6s 

4 5 . w  

227 
42 

2.110 . 2119 - YDT7 1.W.271 4SS.W 



LUW 
NO 
1 
2 
3 
4 
5 
6 
I 
8 
9 
10 
I t  
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 

- 

~~ 

31 
32 
33 
34 
35 
36 
37 
21 

Exhim 
Rebuttal Schedule 8.2 
Page 4 
Wners: Bourarra 

b R E Q E 
Adjualrnenlr Rebullai 

Adjusied Rewiied b Intmlionalt, Inlentmnahl lntsntislEl InentionaUy Aajusled 

Len Len Len Len Awum. ACCI AUjum. Rewncilcto 

351 Orwnsalmn Cos1 
352 Franchise Cost 
353 Land and b o d  Ri@tli 
354 SIwc1ures 6 lmpmwmenlr 15.850 
355 Powar Canerntion Equipmenl 1,224 
350 Colbdmn Sewers. Force 
361 Colkclion Sewers . Gnvi iy  44.294 

363 Ssnrisr to Cuslome~. 

365 Flow Measuine lnrUilationr 
366 Reuse Sewices 
367 
370 R e c e ~ n g  Well  
371 Pumpinp Equipnenl 381.495 
374 Reuse Dislnbution Ressrviom 
375 Rsuaa Tnnrmisrion n6 DirtriMDn 

381 PIanIS-n 42 
382 OuIlall Sewst Liner 
389 
300 Ofice FUnilum h Equipment 

3,W 1 Compulerr 6 SoR*sre 
391 Tnnsponalion Equlpmsnl 
392 SIonr Equipmenl 
393 
394 Labontory Equopmenl 
395 Power Opsnled Equipman1 
396 Commumcahon Eqwpmenl 
397 Mlscellsneour Equipment 
398 OIherTanW Pbnl 

Blanb Blaoh m Blaolr REDL NQc&xJwQQ REDL 

15,950 
1214 

44.294 
10.264 

1,001 

362 Special Calleciinp Strueturer 10.264 

364 Flow Mearufinp Devrer 1,001 

Reuse Melon and Meter hrlaliahonr 

381.495 

(14) 823 
42 

380 Tmainmnl h Disposal Equipnsnl 1137 

Mher Plan1 h Mix  Equipmsnl 

Toois. Shop 1 Gsnpe Equipment 

28 f * f  - I  . f  . I 455.092 TOTALS f 455,064 I _ _  
39 Accuwsled Depncr~llm par Books 
40 
4 I 
42 
43 Adfullmen1 10 Accumulaled Depmciallon 
44 

Increare ldecmaae) m Acwrmlaled Depnualmn 
s 455.064 

I 28 

f 28 



Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 

Utility Source. LLC -Wastewater Division 
Test Year Ended December 31, 2012 

Original Cost Rate Base Prdona Adjustments 
Adjustment Number 2 -A 

Reconcilation to Reconstructed Accumulakd Deoreciation 

Acct 
- No. 
351 
352 
353 
354 
355 
360 
36 1 
362 
363 
364 
365 
366 
367 
370 
371 
374 
375 
380 
381 
382 
389 
390 

390.1 
391 
392 
393 
394 
395 
396 
397 
398 

Descriotion 
Organization Cost 
Franchise Cost 
Land and Land Rights 
Structures 8 lrrprovements 
Power Generation Equipment 
Collection Severs -Force 
Collection Sewers -Gravity 
Special Collecting Structures 
Servcies to Customers 
Flow Measuring Devices 
Flow Measuring Installations 
Reuse Sewices 
Reuse Meters and Meter Installatior 
Receiving Wells 
Pumping Equipment 
Reuse Distribution Resetvion 
Reuse Transmission and Distributio 
Treatment & Disposd Equipment 
Plant Sewers 
Outfall Sewer Lines 
Other Plant & Msc Equipment 
office Furniture 8 Equipment 
Computers 8 Software 
Transportation Equipment 
Stores Equipment 
Tools. Shop 8 Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 

Adjusted 
Accumulated 
Deoreciation 

15,950 
1,224 

44,294 
10,264 

1.001 

381,495 

037 

Accumulated 
Depreciation 

Per Plant 
Reconstruction 

15,950 
1.224 

44,294 
10,264 

1,001 

381,495 

823 
42 

Exhibit 
Rebuttal Schedule 8-2 
Page 4.1 
Witness: Bowassa 

Adjustment 
Reauired 

(14) 
42 

Other Tangible Plait 
TOTALS #REF! 0 455,092 S 20 

SUPPORTING SCHE DULE 
8-2, pages 3.2 - 3.8 



Utility Source. LLC - Wastewater Division 
Test Year Ended December 31,2012 

Original Cost Rate Base Proforma Adjustments 
Adjustment 3 

Contributions-in-Aid of Construction (CIAC) and Accumulated Amortization 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 Increase (decrease) 
10 
11 
12 Adjustment to CIACIAA CIAC 
13 Label 
14 
15 
16 
17 
18 
19 SUPPORTING SCHEDULES 
20 E-1 
21 8-2, page 5.1 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Computed balance at end of test year 

Adjusted balance at end of test year 

Gross - ClAC 
$ 197,973 

$ 197,973 

$ 

$ 
3a 

Exhibit 
Rebuttal Schedule 8-2 
Page 5.0 
Witness: Bourassa 

Accumulated 
Amortization 

$ 86,715 

$ 86,711 

$ 4 

$ (4) 
3b 



1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 

Utilitv Source. U C  ~ Warleneler Divkion 
Ted YearEnded December 31,2312 
Contributons-in-ad of Construdan (CIAC) 

Exhibit 
RebMal Schedub az 
Page 5 1 
wllness. Bounssa 

Line 

ti% 1 2006 1 2007 1 z008 1 2 0 0  
Balurce Ballaxe B a l m e  Balance Balance 

luJIlzo05 Additions 12/31/2006 Addtlons 1213112007 Addtlons l2l3Wzoo8 AWt ionr  12131/200 

1 
197.973 I CIAC I 197,9731 197,973 197,973 197,973 

Amotihaton Deckion No. 70140 
Amorttzalian Rate 
Amontatbn (If2 )r convention) 
Aaxwnubled Amortizatun 

4.16% 4.16% 4 14% 
8.240 8,240 8.203 
20.565 28.906 37,108 

4.18% I 
8.268 

45,376 I 
Ne1 CIAC 

ClAC 

Amorleation Rate 
Amorlrzalm (112 y wnvenbon) 
Accumulated PmorlizatDn 

Net ClAC 

- 177.W 

Balance 

197.973 197,973 197.5J73 

4.18% 
8.268 
70,178 

4.18% 
8.268 
78.44 



Utility Source. LLC -Wastewater Division 
Test Year Ended December 31,2012 

Original Cost Rate Base Proforma Adjustments 
Adjustment 4 

Customer Deoosits 

Exhibit 
Rebuttal Schedule 5 2  
Page 6 
Witness: Bourassa 

Line 
- No. 
1 
2 
3 
4 Staff recommended balance 
5 
6 
7 

Book balance at end of test year 

8 Increase (decrease) 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 SUPPORTING SCHEDULES 
20 Testimony 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 

$ 5,065 

$ 

$ 5.065 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Utility Source. LLC -Wastewater Division 
Test Year Ended December 31,2012 

Computation of Working Capital 

Exhibit 
Rebuttal Schedule B-5 
Page 1 
Witness: Bourassa 

Cash Working Capital (118 of Allowance 

Pumping Power (1124 of Pumping Power) 
Purchased Water (1124 of Purchased Water) 
Prepaid Expenses 

Operation and Maintenance Expense) $ 16,175 
1,092 

527 

Total Working Capital Allowance 

Working Capital Requested 

Total Operating Expense 
Less: 
Income Tax 
Property Tax 
Depreciation 
Purchased Water 
Pumping Power 
Allowable Expenses 
118 of allowable expenses 

SUPPORTING SCHEDULES: 
E- 1 

$ 17.795 

f 

Adiusted Test Year 
$ 202,851 

$ (15,616) 
4,401 

45,791 
12,659 
26,213 

$ 129,403 
$ 56,175 

RECAP SCHEDULES: 
B- 1 



Utility Source. LLC -Wastewater Division 
Test Year Ended December 31,2012 

Income Statement 

Line 
& 

1 Revenues 
2 Flat Rate Revenues 
3 Unmetered Water Revenues 
4 Other Water Revenues 
5 
6 Operating Expenses 
7 Salaries and Wages 
8 Purchased Water 
9 Purchased Power 
10 Sludge Removal 
11 Chemicals 
12 Materials and Supplies 
13 Office Supplies and Expense 
14 Contractual Services -Accounting 
15 Contractual Services - Professional 
16 Contractual Services - Maintenance 
17 Contractual Services - Other 
18 Water Testing 
19 Rents 
20 Transportation Expenses 
21 Insurance - General Liability 
22 
23 
24 
25 Miscellaneous Expense 
26 Bad Debt Expense 
27 Depreciation and Amortization Expense 
28 Taxes Other Than Income 
29 Property Taxes 
30 Income Tax 
31 
32 Total Operating Expenses 
33 Operating Income 
34 Other Income (Expense) 
35 Interest Income 
36 Other income 
37 Interest Expense 
38 Other Expense 
39 
40 Total Other Income (Expense) 
41 Net Profit (Loss) 
42 
43 SUPPORTING SCHEDULES: 
44 C-1. page 2 

46 

Insurance - Health and Life 
Reg. Comm. Exp. - Other 
Reg. Comm. Exp. - Rate Case 

45 E-2 

Test Year 
Adjusted 
Res_ults 

$ 
116.023 

5,261 
$ 121.284 

s 

26.213 
12,659 
5,400 
7.187 
2,446 

20,135 
1,920 

46,650 
5.669 

3,250 
2,186 

10,000 
13.152 

45.744 

4,476 
(1 3.545) 

9 193,541 
S (72.257) 

5 
$ (72.257) 

Exhibit 
Rebuttal Schedule C-1 
Page 1 
Witness: Bourassa 

Rebulial Rebuttal 
Test Year Proposed Adjusted 

with Rate Adjusted Rate 
Adiustrnent Results Increase Increase 

$ - S  - $  - $  
116,023 209,436 325,458 

(1.820) 3.441 3,441 
$ (1,820) $ 119,464 $ 209,436 S 328.900 

26,213 
12,659 
5,400 
7.187 
2,446 

20.1 35 
1,920 

46,650 
14,527 

1.500 
2,186 

16,667 
10.786 

45,791 

4.401 
(15,616) 

s 

26,213 
12,659 
5,400 
7.187 
2,446 

20,135 
1,920 

46,650 
14.527 

1.500 
2,186 

16,667 
10.786 

45.791 

2.576 6,977 
32,628 17.012 

$ 9,310 $ 202.851 S 35,204 $ 238,056 
$ (11.130) $ (83.387) S 174,232 $ 90.844 

$ - $  - E  - $  
$ (11,130) $ (83.387) $ 174,232 $ 90,844 

RECAP SCHEDULES: 
A- 1 



s -  
116.023 

5,261 (1.820J 
s 121.2- s . s - s - s 11.820) s . I . s 
s 

26.213 
12.659 
5.4w 
7.187 
2.446 

1.920 

46.650 
5.669 

20.135 

us0 
2.166 

10,wo 
13.152 

8.858 

11.7%) 



utility Sowco. LLC . WaslaaCr M r i h  
Test Y e a  Ended Dtcemet 31.2012 
tncom sl.lsm"l 

Mv. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 17 

18 19 

25 24 

20 
11 
22 
23 

26 
2' 
28 
29 
30 
31 

$ -  I -  
116.023 209.436 125,451 

3.441 3.441 
I - I  . I - I - 8 119.464 $ 2w.4?a $ 3l8.ooo 

s -  I -  

76.213 at13 

5.400 5.400 

2,446 2,446 

1,920 1 .m 

12,659 12,659 

7.187 7.187 

20,115 20.135 

46.s50 a m 0  
14.527 14.527 

1.5W 1.5W 
2,lW 2.186 

16667 16667 
10.786 10.706 

45.791 45.791 

4.401 2.576 6,977 
(2.071) (15.616) 12,628 17.012 

$ . I  $ - I n.07U S 202,851 $ 35.m $ Z M , ~  
~ - I  



Line - No. 
1 
2 
3 
4 Revenues 
5 
6 Expenses 
7 
8 Operating 
9 Income 
10 
11 Interest 
12 Expense 
13 Other 
14 incornel 
15 Expense 
16 
17 Net Income 
18 
19 
20 
21 
22 
23 
24 
25 Revenues 
26 
27 Expenses 
28 
29 Operating 
30 Income 
31 
32 Interest 
33 Expense 
34 Other 
35 Income/ 
36 Expense 
37 
38 Netlncome 
39 
40 

Utility Source. U C  -Wastewater Division 
Test Year Ended December 31,2012 

Adjustments to Revenues and Expenses 

Exhibit 
Rebuttal Schedule C-2 
Page 1 
Witness: Eourassa 

5 - - 6 
Adiustments to Revenues and ExDensep 
2 - 3 5 1 

Subtotal 
Depreciation Property Rate Case Revenue Water Auto 

Expense Taxes ExDense Adiustmenf &-&&!g Exoense 
(1.820) (1,820) 

48 (75) 6,667 8,858 (1,750) 13,747 

(48) 75 (6,667) (1.820) (8.858) 1,750 (15.567) 

0 48 75 ( )  6.667 ( ) (  1.820 8.856) 1,750 (15,567) 

Adiustments to Revenues and Exmnses 
- 7 8 9 10 fi 

lntentionatly Intentionally Intentionally 
Telephone Left Left Left Income 
ExDense - Blank - Blank - Taxes 

(2.366) (2,071) 9,310 

2,366 2,071 (1 1.130) 

(1 1,1301 



Utility Source. LLC -Wastewater Division 
Test Year Ended December 31,2012 

Adjustments to Revenues and Expenses 
Adjustment Number 1 

Deoreciation Excense 

Line 

1 
2 
3 Acct. 
4 & Descridion 
5 351 Organization Cost 
6 352 FranchiseCost 
7 353 Land and Land Rights 
8 354 Structures 8 Improvements 
9 355 Power Generation Equipment 
10 360 Collection Sewers - Force 
11 361 Collection Sewers - Gram 
12 362 Special Collecting Structures 
13 363 Servcies to Customers 
14 364 Flow Measuring Devices 
15 365 F b w  Measuring hstalla¶iins 
16 386 ReweServices 
17 367 Reuse Meters and Meter Installations 
18 370 Receiving Wells 
19 371 Pumping Equipment 
20 374 Reuse Distribution Reserviors 
21 375 Reuse Transmission and Distribution 
22 380 Treatment & Disposal Equipment 
23 381 Plantsewers 
24 362 Outfall Sewer Lines 
25 389 Other Plant 8 Misc Equipment 
26 390 Office Furniture & Equipment 
27 390 1 Computers 8 Software 
28 391 Transportation Equipment 
29 392 Stores Equipment 
30 393 Tools. Shop 8 Garage Equipment 
31 394 Laboratory Equipment 
32 395 Power Operated Equipment 
33 396 Communication Equipment 
34 397 Miscellaneous Equipment 
35 396 Other Tangible Plant 
36 
37 
38 
39 TOTALS 
40 
41 
42 Less: Amwtization of Contributions 
43 Total Depreciation Expense 
44 
45 
46 
47 
48 
49 
50 

52 B-2.page3 

!!!!a 

Adjusted Test Year Depreciation Expense 

Increase (decrease) in Depreciation Expense 

Adjustment to Revenues and/or Expenses 

51 SUPPORTING SCHEDULE 

Original Non-depreciable/ 
Fulhr Deoreciated 

105,000 (105.000) 
56.350 
2,879 

260,553 

60.375 

3,450 

903,992 

4.251 
421 

Adjusted 
Original - cost 

56,350 
2.879 

260,553 

60.375 

3,450 

903,992 

4.251 
421 

$ 1.397.271 $ (105.000) $ 1,292,271 

Exhibit 
Rebuttal Schedule C-2 
Page 2 
Witness: Bourassa 

Prooooed - Rates 
0.00% 
0.00% 
0.00% 
3.33% 
5.00% 
2.00% 
2.00% 
2.00% 
2.00% 

10.00% 
10.00% 
2.00% 
8.33% 
3.57% 

10.00% 
2.50% 
2.00% 
5.00% 
5.00% 
3.33% 
6.87% 
6.67% 

20.00% 

4.00% 
10.00% 
10.00% 
5.00% 

10.00% 
10.00% 
10.00% 

20.009/~ 

DeDreclation 
Exwnse 

1.876 
144 

5,211 

1.208 

69 

45.200 

284 
84 

10.00% 
$ 54,075 

Gross ClAC Amort. Rate 
S 197,973 4.1845% S (8.284) 

$ 45.791 

45.744 

dR 

5 48 

‘Fully Depreciated 



Ulillty Source. LLC -Wastewater Division 
Test Year Ended December 31,2012 

Adjustment to Revenues and Expenses 
Adjustment Number 2 

Prowrtv Taxes 

Exhibit 
Rebuttal Schedule 
Page 3 
Witness: Bourassz 

Line 
- No. DESCRIPTION 
1 Company Adjusted Test Year Revenues 
2 Weight Factor 
3 Subtotal (Line 1 Line 2) 
4 Company Recommended Revenue 
5 Subtotal (Line 4 + Line 5) 
6 Number of Years 
7 Three Year Average (Line 5 I Line 6) 
8 Department of Revenue Mutilplier 
9 Revenue Base Value (Line 7 Line 8) 
10 Plus: 10% of CWlP (intentionally excluded) 
11 Less: Net Book Value of Licensed Vehicles 
12 Full Cash Value (Line 9 + Line 10 - Line 11) 
13 Assessment Ratio 
14 Assessment Value (Line 12 Line 13) 
15 Composite Property Tax Rate - Obtained from ADOR 
16 Test Year Adjusted Property Tax Expense (Line 14 Line 15) 
17 Tax on Parcels 
18 Total Property Taxes (Line 16 + Line 17) 
19 Adjusted Test Year Property Taxes 
20 Adjustment to Test Year Property Taxes (Line 18 - Line 19) 
21 
22 Property Tax on Company Recommended Revenue (Line 16 + Line 17) 
23 Company Test Year Adjusted Property Tax Expense (Line 18) 
24 Increase in Property Tax Due to Increase in Revenue Requirement 
25 

Test Year 
as adiusted 

$ 119,464 
2 

238.928 
119,464 
358,391 

3 
119,464 

2 
238,928 

421 
238,507 

20.0% 
47,701 

9.2262% 
5 4,401 

t 4,401 
$ 4,476 
5 (75) 

26 Increase in Property Tax Due to Increase in Revenue Requirement (Line 24) 
27 Increase in Revenue Requirement 
28 Increase in Property Tax Per Dollar Increase in Revenue (Line 26 I Line 27) 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Company 
Recommended 
f 119,464 

2 
238.928 
328,900 
567,827 

3 
189,276 

2 
378,551 

421 
378.130 

20.0% 
75,626 

9.2262% 
$ 6,977 

$ 6,977 
8 4,401 
5 2,576 

f 2,576 
f 209,436 

1.23016% 



Utility Source. LLC -Wastewater Division 
Test Year Ended December 31,2012 

Adjustment to Revenues and Expenses 
Adjustment Number 3 

Rate Case ExDense 

Line 
- No. 

1 
2 
3 Estimated Rate Case Expense 
4 
5 
6 
7 Annual Rate Case Expense 

9 Adjusted Test Year Rate Case Expense 
10 
11 Increase(decrease) Rate Case Expense 
12 
13 Adjustment to Revenue and/or Expense 
14 
15 
16 Reference 
17 Testimony 
18 
19 
20 

Estimated Amortization Period in Years 

a 

Exhibit 
Rebuttal Schedule C-2 
Page 4 
Witness: Bourassa 

$ 50,000 

3 

$ 16,667 

$ 10,000 

$ 6.667 

$ 6,667 



Utility Source. LLC - Wastewater Division 
Test Year Ended December 31.2012 

Adjustment to Revenues and Expenses 
Adjustment Number 4 

Revenue Adiustment 

Line 
- No. 
1 
2 Revenue Adjustment 
3 
4 
5 
6 Total Revenue from Annualization 
7 
8 
9 
10 
11 Reference 
12 Staff Adjustment # 1 
13 
14 
15 
16 
17 
18 
19 
20 

Adjustment to Revenue and/or Expense 

Exhibit 
Schedule C-2 
Page 5 
Witness: Bourassa 

$ (1,820) 

$ (1,8201 



Utility Source. LLC -Wastewater Division 
Test Year Ended December 31,2012 

Adjustment to Revenues and Expenses 
Adjustment Number 5 

Exhibit 
Schedule C-2 
Page 6 
Witness: Bourassa 

Water Testinq 

Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 Reference 
12 Staff Adjustment #3 
13 
14 
15 
16 
17 
18 
19 
20 

Staff Recommended Water Testing Expense 

Adjuste Test Year Water Testing Expense 

Adjustment to purchased power expense (rounded) 

Adjustment to Revenue andlor Expense 

$ 14,527 

$ 5,669 

$ 8,858 

8,858 



Utility Source. LLC -Wastewater Division 
Test Year Ended December 31.2012 

Adjustment to Revenues and Expenses 
Adjustment Number 6 

Line 
- No 

1 
2 
3 Test Year Auto Expense 
4 
5 Staff Recommended Auto Expense 
6 
7 Adjustment to Revenues 
a 
9 
10 Adjustment to Revenue andlor Expense 
11 
12 Reference 
13 Staff Adjustment #3 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

Exhibit 
Schedule C-2 
Page 7 
Witness: Bourassa 

1,500 

3,250 

$ (1,750) 

(1,750) 



Uulity Source. LLC - Wastewater Division 
Test Year Ended December 31,2001 

Adjustment to Revenues and Expenses 
Adjustment Number 7 

Exhibit 
Schedule C-2 
Page 8 
Witness: Bourassa 

TeleDhone Exwnse 

Line 
- No. 

1 
2 Staff Recommended Telephone Expense 
3 
4 
5 
6 Adjustment lo Revenues 
7 
8 
9 
10 
11 Reference 
12 Staff Adjustment #4 
13 
14 
15 
16 
17 
18 
19 
20 

Adjusted Test Year Telephone Expense 

Adjustment to Revenue andlor Expense 

$ 2.366 

4,732 

$ (2,366) 

$ (2,366) 



Utility Source. LLC -Wastewater Division 
Test Year Ended December 31,2001 

Adjustment to Revenues and Expenses 
Adjustment Number 8 

Exhibit 
Schedule C-2 
Page 9 
Witness: Bourassa 

Intentionally Left Blank 

Line 
No 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

- 



Utility Source. LLC - Wastewater Division 
Test Year Ended December 31,2012 

Adjustment to Revenues and Expenses 
Adjustment Number 9 

lntentionallv Left Blank 

Exhibit 
Schedule C-2 
Page 10 
Witness: Bourassa 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 



Utility Source. LLC -Wastewater Division 
Test Year Ended December 31,2012 

Adjustment to Revenues and Expenses 
Adjustment Number 10 

lntentionallv Left Blank 

Exhibit 
Schedule C-2 
Page 11 
Witness: Bourassa 

Line 
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1 
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4 
5 
6 
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9 
10 
11 
12 
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14 
15 
16 
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18 
19 
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1 
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3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
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19 
20 
21 
22 
23 
24 
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28 
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Utility Source. LLC -Wastewater Division 
Test Year Ended December 31,2012 

Adjustment to Revenues andlor Expenses 
Adjustment Number 11 
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Income Taxes 

Test Year Test Year 

Compauted Income Tax 
Test Year Income tax Expense 
Adjustment to Income Tax Expense 

SUPPORTING SCHEDULE 
C-3, page 2 

~. 

at Present Rates at ProDosed Rates 
$ (15,616) $ 17,012 

(13,545) (1 5,616) 
$ (2,071) $ 32,628 



Utility Source. LLC -Wastewater Division 
Test Year Ended December 31,2012 

Computation of Gross Revenue Conversion Factor 

Line 
- No. Description 

1 
2 

Combined Federal and State Effective Income Tax Rate 

3 Property Taxes 
4 
5 
6 Total Tax Percentage 
7 
8 
9 
10 
11 
12 
13 1 = Gross Revenue Conversion Factor 
14 Operating Income % 
15 
16 
17 

19 
20 
21 
22 
23 
24 
25 SUPPORTING SCHEDULES: 
26 C-3, page2 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 

39 
40 

Operating Income % = 100% -Tax Percentage 

l a  

3a 

Exhibit 
Rebuttal Schedule C-3 
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Percentage 
of 

Incremental 
Gross 

Revenues 
15.773% 

1.036% 

16.809% 

83.191% 

1.2021 

RECAP SCHEDULES: 
A-1 



P 
7 U”& 
8 
9 
10 Lhmllcs6Mc Rate 
I 1 

Co&ied Fsderd and Stale Tar Rak (L17) 
Onc W Combined bmme Tax Rale (L7 - L8 1 

Lhmlle&c Facta (I3 * LlO ) 

1 W W H  
O W %  

l W W w X  
16 8091% 
11 1909% 
I202055 

IMWM)% 
15 7710% 
M 1Z7w 

O W W X  
0 o w O %  

lWWOO% 
2 11074% 

07 1926% 
I3 3401% 
12 965% 

IS 7710% 

rm own 
15 7724% 
M.2270K 
12202% 

1 O%l% 
16 6G31Ya 

a 90.844 
s (81,387) 

S 174232 

s 17.012 
s l15.616L 

S 328,900 
O . W 0 0 %  

s 
S 

a 6.977 
I 4.401 

a 12.621 

S 

f 2576 

Ca n k m m e n d e d  

w.e-1er 

221.041 221.043 

107.156 107.856 
2.8024% 

I 1.020 3.0uI 
f 1M.828 I 101,1211 

11.3401% ll.YOI% 

11.34OIK 



Line 
No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

- 

Utility Source, LLC -Wastewater Division 
Revenue Summary 

Test Year Ended December 31,2012 

Exhibit 
Rebuttal Schedule H-1 
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Total Total Percent Percent 
Revenues Revenues of of 

at at Present Proposed 

Rates Rates Chanae Chanse Revenues Revenues 
Present Proposed Dollar Percent Water Water 

- Meter Size Class i f  lcation - 
314 Inch Residential $ 92,479 $ 287,729 $ 195,250 211.13% 77.41% 87.48% 
314 Inch Commercial 114 740 626 547.81% 0.10% 0 22% 
2 Inch Commercial 23.698 36.829 13.131 55.41% 19.84% 11.20% 

Subtotals o f  Revenues $ 116,291 $ 325,298 $ 209,007 179.73% 97.34% 98.90% 
Revenue Annualizations: 
314 Inch Residential $ 173 $ 741 $ 567 327.23% 0.15% 0.23% 

Subtotal Revenue Annualization 173 74 1 567 327.23% 0.15% 0.62% 

Total Revenues wl Annualization $ 116,465 $ 326.039 $ 209,574 179.95% 97.49% 99.13% 
Misc Revenues. as adjusted 3.441 3.441 0.00% 2.88% 1.05?4 . -  
Reconciling Amount 
Total Revenues 

(442) (580) (138) 31.22% -0.37% -0.18% 
$ 119,464 $ 328.900 $ 209,436 175.31% 100.00% 100.00% 



Llne 
& 

1 
2 
3 
4 
5 
6 
7 

9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 

a 

Customer 
Classlflcatlon - 

314 Inch Residential 
314 Inch Commercial 
2 Inch Commercial 

Totals 

Actual Year End Number 
of Customers: 

Utlllty Source. LLC -Wastewater Division 
Ana\ysis of Revenue by Detailed Class 
Test Year Ended December 31,2012 

Exhibit 
Rebunal Schedule K 2  
Page 1 
Witness: Bourassa 

(a 
AveraOe 

Number of 
Customers Averacre B 111 - Percent 

a Averege Present Proposed Dollar Percent of 
12131/2012- Ea!S Bates tlcwwl A!Jw!ls a s t o m w  

50.83 211.13% 98.77% 320 4,123 $ 24.08 $ 74.91 0 
1 1,667 9.52 61.66 52.14 547.03% 0.31% 
3 1 15.286 658.29 1,023.04 364.75 55.41% 0.93% 

324 

325 

100.00% 
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1 
2 
3 
4 
5 
6 
7 

9 
10 
11 
12 
13 
14 
15 
16 
17 

a 

t a  

Customer 
ClasslRcatlon 

3zmKm&& 
314 Inch Residential 
3 4  Inch Commercial 
2 Inch Commercial 

Totals 

Actual Year End Number 
of Customers: 

Utility Source. LLC - Wastewater Division 
Analysis of Revenue by Detailed Cbss 
Test Year Ended December 31,2012 

Exhibit 
Rebuttal Schedule H-2 
Page 2 
Witness: Bourassa 

(4 
Average 

Number of 
Customers ! i fsMau ProDos- Percent 

St Medm Present Proposed Dollar Percent of 
12131 /2012ConaumDt ion -  m9.5 m!a!!%AmountCustomers 

320 3,500 $ 20.44 8 71.60 8 51.16 250.30% 98.77% 
1 1,500 t 8.57 s 60.79 52.23 609.80% 0 31% 
3 65,000 371.15 761.75 390.60 10524% 0.93% 

324 

325 

100.00% 
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Uclllly Source. LLC - Wastewater Wkbn 
Present and Proposed Rates 

Test Year Ended December 31,2012 

curmmer C * U ~ c b n  

Monthly Lkqo Chugs lor: 
5iE x 314 Inch 
3 4  Inch 
1 hch 
1 IC! Inch 
2 hch 
3 hch 
4 hch 
6 hch 

@llans In Wnmum 
All Mder Sizes 

Rale w r  1 ,000 Gallons of Water Usaqe 
Resdenlial 
Commerual and Irduslrml 
Car washes, budrcinals, Commerual. Manufaclurmg 
Hotels. Motels 
Restauarants 
Industrial Laundnes 
Waste haulers 
Resluaranl Grease 
1 realmenl Plant Sludge 
Mud Sump Waste 

Exhibl 
Rebuttal Schedule H-3 
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Witness: Bourassa 

Pmnnt mpowd 
BatM mm 

5 t 53.00 
53.00 
132.50 
265.00 
424.00 
848.00 

1,325.00 
2.650.00 

$ 5.84 5 

5 71 
7.66 
9.46 
8.39 

171.20 
149.80 
171.20 
535.00 

5 31 

5 20 
6 97 
8 61 
7 63 

155 79 
13632 
155 79 
486 85 



Utlllty Source. LLC - Wasimater Dlvlslon 
Present and Proposed Rates 

Test Year Ended December 31,2012 

Line 
fh 

1 
2 Othercharm 
3 
4 
5 
6 
7 
8 
9 
10 
11 
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14 
15 
16 
17 
18 
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24 * Afler hours service charge will apply when Service requesled by customer after hours. 
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I. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

11. 

Q. 

A. 

INTRODUCTION AND QUALIFICATIONS 

PLEASE STATE YOUR NAME AND ADDRESS. 

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive, 

Phoenix, Arizona 85029. 

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING? 

On behalf of Applicant Utility Source, LLC (“USLLC” or the ”Company”). 

DID YOU ALSO PREPARE REBUTTAL TESTIMONY ON RATE BASE 

ISSUES IN THIS DOCKET? 

Yes, my rebuttal testimony on rate base, income statement, revenue requiremenf 

and rate design is being filed in a separate volume at the same time as this 

testimony. In this volume, I present my cost of capital rebuttal testimony. Also 

attached are two exhibits, which are discussed below. 

SUMMARY OF TESTIMONY AND THE PROPOSED COST OF CAPITAL 

FOR THE COMPANY 

WHAT IS THE SCOPE OF THIS VOLUME OF YOUR REBUTTAL 

TESTIMONY? 

I will provide rebuttal responses as appropriate to the direct testimony of Staff 

witness Mr. John Cassidy and RUCO witness Mr. Robert Mease. This portion of 

my rebuttal testimony focuses on cost of capital issues. I will testify in support of 

USLLC’s proposed return on equity and rate of return on its fair value rate base 

(“FVRB”). I am sponsoring the Company’s D Schedules, which are attached to 

this testimony. There are 22 schedules that support my cost of capital testimony. 

As noted above, I am also sponsoring rebuttal testimony that addresses the 

Company’s rate base, income statement (revenue and operating expenses), required 

increase in revenue, and its rate design and proposed rates and charges for service. 

1 
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Q. 
A. 

Q. 
A. 

For convenience, that testimony and my related schedules are contained in separate 

vo 1 urn es. 

HAVE YOU UPDATED YOUR COST OF CAPITAL ANALYSIS? 

Yes. The range of my rebuttal DCF, CAPM, and Build-up Method analyses is 9.C 

percent to 11.6 percent with a mid-point of 10.3 percent compared to my direc! 

DCF, CAPM, and Build-up Method analyses is 8.5 percent to 11.7 percent with a 

mid-point of 10.1 percent. My opinion that a return on equity of 1 1 .O percent fo1 

USLLC given its size and greater risk compared to the public traded water utilities 

has not changed. 

HAVE YOU CHANGED ANY OF YOUR METHODS AND INPUTS? 

I continue to use the three methods I used in my direct testimony; the DCF, CAPM, 

and the Build-up Method. My inputs have been updated to use more current data. 

I also changed the methodology for computing the current market risk premium 

(“MFW”) for the current MRP CAPM. Instead of using the median 3-5 year 

projected price appreciation for the Value Line 1700 stocks in the estimation of the 

current MRP, I used the median 3-5 year projected earnings per share growth 

(“EPS”) growth and median 3-5 year projected dividend per share growth (“DPS”) 

growth. Using these inputs is consistent with the methodology recommended by 

Dr. Morin for computing the current MRP.’ Using EPS and DPS inputs is more 

consistent with the DCF method used to estimate the current MRP. Just as 

important, I have found that using EPS growth and DPS growth inputs in the MRP 

estimation approach is less volatile than using the 3-5 year price appreciation 

which I noted in my direct was a concern of its use.‘ 

Roger A. Morin, New Regulu,oty Finance (Public Utility Reports 2006). (“Morin”) pp. 165-166 

See Direct Testimony of Thomas J .  Bourassa (“Bourassa Dt.”) at 39. 
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26 

Q. 

A. 

111. 

Q. 

A. 

PLEASE SUMMARIZE YOUR COST OF CAPITAL 

RESOMMENDATIONS. 

As noted above, I recommend a return on equity of 1 1 .O percent which is above the 

mid-point of the range of my DCF, CAPM, and Build-up Method analyses of 10.2 

percent but well below the top end of the range of 1 1.5 per~en t .~  I also recommend 

a capital structure consisting of 0 percent debt and 100 percent equity. Based on 

these recommendations with weighted average cost of capital (“WACC”) is 1 1 .O 

percent. Therefore, I recommend an 11.0 percent return be applied to USLLC’s 

fair value rate base (“FVRFS”). 

SUMMARY OF THE STAFF AND RUCO RECOMMENDATIONS 

PLEASE SUMMARIZE THE RESPECTIVE RECOMMENDATIONS OF 

STAFF AND RUCO FOR THE RATE OF RETURN ON FAIR VALUE 

RATE BASE. 

Staff is recommending a capital structure consisting of 0 percent debt and 

100 percent e q ~ i t y . ~  Staff determined a cost of equity of 9.6 percent based on the 

average cost of equity produced by its DCF and CAPM models, a financial risk 

adjustment and an economic assessment adjustment (EM). ’  Staff used a sample 

of seven publicly traded water utilities; six of which are the same as those I used in 

my analysis6 Staff did not consider firm size or firm-specific risks in its analysis. 

See USLLC Direct Scehdule D-4.1. 
Direct Testimony of John A. Cassidy (“Cassidy Dt.”) at 27. 

5 id. at 28. 
6 Staff has added York Water (YORW) to its proxy group. 
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Q. 

A. 

Based on its capital structure recommendation, Staff determined the WACC fo 

USLLC to be 9.6 pe r~en t .~  

RUCO is recommending a capital structure consisting of 0 percent debt an( 

100 percent equity.* RUCO determined a cost of equity of 9.25 percent based 01 

the average cost of equity produced by its DCF and CAPM models as wells as i 

Comparable Earnings analysis.' RUCO used a sample of seven publicly trade( 

water utilities; six of which are the same as those I used in my analysis." RUCC 

did not consider firm size or firm-specific risks in its analysis. Based on its capita 

structure recommendation, RUCO determined the WACC for USLLC to be 9.22 

percent. I '  

PLEASE COMPARE THE PARTIES' RESPECTIVE COST OF EQUITk 

ESTIMATES AND RECOMMENDATIONS AT THIS STAGE OF THE 

PROCEEDING. 

The respective parties' cost of equity recommendations are summarized below: 

Financial 
Build- 

Partv - -  DCF CAPM UdCE Average RisWEAA Adjusted Recommended 

USLLC 9.6% 9.7% 11.5% 10.3% NfA 10.3% 11.0% 

Staff 9.0% NIA NIA 9.0% 0.6% 9.6% 9.6% 

RUCO 8.86 7.24 9.8 8.63 NIA 8.63 9.25% 

7 Cassidy Dt. at 28. 
Direct Testimony of Robert B. Mease ("Mease Dt.") at 4. 

9 Id. at 3. 
10 Staff has added York Water (YORW) to its proxy group. 
I I Cassidy Dt. at 47. 
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Q. 

A. 

HOW DO THE PARTIES’ RECOMMENDATIONS COMPARE TC 

OTHER FORECASTS OF COMMON EQUITY RETURNS ANI: 

CURRENTLY AUTHORIZED RETURNS? 

They are much lower. Value Line, a reputable publication used by the Companj 

and Staff cost of capital witnesses in the instant case, publishes forecasts of return! 

on common equity for larger publicly traded companies. Six water utilities ar t  

included in my sample group while Staff and RUCO include seven. Value Lint 

(July 18, 2014) shows actual and projected returns on equity for those watei 

utilities: 

Company 

American States Water (AWR) 

Aqua America (WTR) 

California Water (CWT) 

Connecticut Water (CTWS) 

Middlesex Water (MSEX) 

SJW Corp. (SJW) 

York Water. (YORW) 

Averages 

Actual 

2013 

12.7% 

13.4% 

7.9% 

9.2% 

8.7% 

7.3% 

9.3% 

9.8% 

2014 

12.5% 

13.5% 

8.0% 

10.0% 

8.5% 

7.5% 

1 1.5% 

10.2% 

2015 

12.0% 

14.5% 

9.0% 

9.0% 

8.5% 

8.0% 

12.0% 

10.4% 

201 7- 19 

12.5% 

14.0% 

10.0% 

8.5% 

9.0% 

8.0% 

12.0% 

10.6% 

Furthermore, the currently authorized ROES for the sample water utility companies 

as reported by AUS Utility Reports (September 2014) average 10.03 percent. They 

are as follows: 
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12 
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14 
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25 

26 

Q. 

A. 

Q. 

Company 

American States Water ( A M )  

Aqua America (WTR) 

California Water (CWT) 

Connecticut Water (CTWS) 

Middlesex Water (MSEX) 

SJW Corp. (SJW) 

York Water. (YORW) 

Average 

9.99% 

10.29% 

9.99% 

9.75% 

1 0.1 5% 

9.99% 

NM 

10.03 Yo 

WHAT CONCLUSIONS CAN BE DRAWN FROM THE RETURN DATA 

YOU JUST PRESENTED, MR. BOURASSA? 

For one, they are all much higher than the Staff and RUCO returns produced by 

their models, before any consideration of financial or other risks. For another, 

since we are applying a return to a book value rate base, book equity returns have 

relevance. In fact, if we are to meet the comparable earnings standards set forth in 

Hope and Bluejield, then a comparison to book returns is an essential element. 

These utilities’ rates will be in effect during approximately the same time period as 

USLLC. Yet, if the Staff or RUCO recommendation is adopted, USLLC will be 

allowed to earn much less, failing the Hope and Bluejield standard. 

IS IT YOUR VIEW THAT USLLC’S ROE IS HIGHER THAN THE 

PUBLICLY TRADED UTILITIES? 
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A. 

IV. 

Q. 

A. 

Q. 

A. 

Yes. My recommendation in the instant case is 70 basis points higher than thr 

mid-point of my cost of equity estimates for the publicIy traded water utilities 

USLLC has nearly 9 times more business risk than the publicly traded water 

utilities, has a much higher operating leverage, is iess diverse, and has limitec 

financially flexibility because it is not publicly traded." Further, since USLLC is 

not publicly traded, an investment in USLLC is illiquid compared to an investmeni 

in a publicly traded company and therefore has greater liquidity risk and a highel 

cost of capital. The 70 basis points difference is actually conservative given the 

risks associated with an investment in USLLC. 

FCEBUTTAL TO THE COST OF EQUITY RECOMMENDATIONS OF 
STAFF AND RUCO 

A. 

STAFF ONLY USED THE DCF MODEL TO ESTIMATE THE COST OF 

EQUITY? 

Yes. Staff uses two versions of the DCF model - a constant growth DCF and a 

multi-stage DCF. For unexplained reasons, Staff has not incorporated estimates 

derived from it CAPM.I3 

IS THE USE OF ONLY ONE METHODOLOGY TO ESTIMATE THE 

COST OF EQUITY APPROPRIATE? 

No. As Dr. Morin ~ ta tes : '~  

Rebuttal to the Cost of Equity Recommendations of Staff 

Each methodology requires the exercise of considerable 
judgment on the reasonableness of the assumptions 

12 Bourassa COC Dt. at 25-27. 
Cassidy Dt. at 3.  

Roger A. Morin. New Reguhtory Finance, Public Utility Reports, Inc., 2006. pp. 428-429. 
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12 

13 

14 

15 

16 

17 

18 
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24 
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26 

Q. 
A. 

underlying the methodology and on the reasonableness 
of the proxies used to validate a theory. The inability of 
the DCF model to account for changes in relative 
market valuation, discussed below, is a vivid exam le 
of the potential shortcomings ofthe DCF model w R en 
a plied to a given com any. Similarly, the inability of 

returns other than beta tarnishes its use. (emphasis 
added) 

No one individual method provides the necessary level 
of precision for determining a fair return, but each 
method provides useful evidence to facilitate the 
exercise of an informed judgment. Reliance on any 
sin le method or preset formula is inappropriate when 

measurement difficulties and vagaries in individual 
companies’ market data 

When measuring equity costs, which essentially deals 
with the measurement of investor expectations, no 
single methodology provides a foolproof panacea. 
Each methodology requires the exercise of considerable 
judgment on the reasonableness of the assum tions 
underlying the methodolo y and on the reasonab P eness 

that more than one methodology should be employed in 
arriving at a judgment on the cost of equity and that 
these methodologies should be applied across a series 
of comparable risk companies. 

$e CAPM to account P or variables that affect security 

dea f ing with investor expectations because of possible 

of the proxies used to va P idate the theory. It follows 

IS THE DCF A SUPERIOR METHODOLOGY? 

No. Again, I concur with Dr. Morin who states? 

While it is certainly ap ropriate to use the DCF 
methodolo 

of the cost of equity than other methodologies. Sole 
reliance on the DCF model ignores the capital market 
evidence and financial theory formalized in the CAPM 
and other risk premium methods. The DCF model is 
one of many tools to be employed in conjunction with 
other methods to estimate the cost of equity. It is not a 
superior methodology that supplants other financial 

to estimate t K e cost of equity, there is no 
proof that Y t e DCF produces a more accurate estimate 

l 5  Morin, p. 43 1 .  
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Q. 

A. 

theory and market evidence. The broad usage of the 
DCF methodology in regulatory proceedings in 
contrast to its virtual disappearance in academic 
textbooks does not make it superior to other methods. 
The same is true of the Risk Premium and CAPM 
methodologies. (emphasis added) 

DOES THE DCF TEND TO UNDERSTATE THE INVESTORS’ 

REQUIRED RETURN? 

Yes, when the market value of assets is significantly higher or lower than book 

value, a market-based DCF cost rate applied to the book value of common equity 

will not produce investors’ expected returns. Dr. Morin also provides an 

explanation for this flaw in the DCF:I6 

The third reason and perhaps most important for 
caution and skepticism is that application of the DCF 
model produces estimates of common e uity cost that 

similar, that is when the market-to-book ratio (M/B) is 
close to unity. As shown below, application of the 
standard DCF model to utility stocks understates the 
investor’s expected return when the M/B ratio of a 
given stock exceeds unity. This was particularly 
relevant in the capital market environment of the 1990s 
and 2000s where utility stocks were trading at M/B 
ratios well above unity and have been for nearly two 
decades. The converse is also true, that is the DCF 
model overstates the investor’s return when the h4/B 
ratio is less than unity. The reason for the distortion is 
that the DCF market return is applied to a book value 
rate base by the regulator, that is, a utility’s earnings 
are limited to earnings on a book value rate base. 

are consistent with investors’ ex ecte ! return only 
when stock price and book vaue P are reasonably 

- 

At Mr. Cassidy’s average DCF estimate of 9.0 percent, USLLC would have no 

realistic opportunity to actually earn Mr. Cassidy’s market-based rate of return. 

Morin, p. 434. 

9 



For example, the average market price per share of his proxy group is $25.2517 an( 

the average book value per share is $12.50.18 Under these circumstances, Mr 

Cassidy’s 9.0 percent market-based cost rate implies an annual return per share o 

$2.2719 consisting of $0.73 in dividends2’ and $1.54 in growth (market-prict 

appreciation).2’ However, application of a 9.0 percent return rate to book value pel 

share ($12.50) produces an opportunity to earn a total annual return ofjust $1.13.’’ 

With annual dividends of $0.7323, the utility could reasonably expect market-price 

appreciation of just $0.4024, or only 1.58 percent. 

As should be evident from the above example, the application of the DCF 

model produces estimates of the cost of equity that are consistent with invest01 

expectations onl,, when the market price of a stock and the stock’s book value are 

approximately the same.25 This is because in a regulatory setting the return is 

applied to book value, not market value. An underlying assumption of the standard 

DCF is that the stock price, book value, dividends, and earnings all grow at the 

l 7  Average of stock prices for Cassidy proxy group at October 28,2014. 

’* Average of book value per share as of December 3 1,2013, as reported by Value Line. 

l 9  9.0 percent times $25.25. 

2o Average adjusted dividend yield (Do) for Cassidy proxy group of 2.9 percent times the average stock price of 
$25.25. 

2 1  Implied growth of 6. I percent (the return of 9.0 percent less adjusted dividend yield of 2.9 percent) times the 
average stock price of $25.25. 

22 9.0 percent times $12.50. 
$1. I3 times average payout ratio of 60% 
$ I .  13 minus $0.68. 

23 

24 

*’ Roger A. Morin, New Regufatoty Finance (Public Utility Reports, Inc., 2006) (“Morin”), pp. 435. 
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same rate.26 None of these assumptions have been historically true for the samplc 

electric utility companies. Thus, one must be carefid in the application of the DCI 

model in a cost of equity analysis; particularly when it is the only methoc 

employed. 

We should also be concerned with the DCF model’s applicability unde 

current market conditions. The Federal Reserve’s bond buying programs have kep 

longer-term bond yields low. Interest rates are expected to rise when the Federa 

Reserve ends its bond buying program and the economy continues to improve, bu 

in the meantime and because bond yields are extremely low, investors are “chasing 

yields” and driving up the stock prices of companies that pay dividends, like 

utilities. 27 In fact, according to the Wall Street Journal, utilities have provided the 

best returns among the S&P 500’s 10 sectors so far this year, returning 14 perceni 

including dividends.28 The I-year, 3-year, and 5 - year annualized total returns 

for Mr. Cassidy’s water proxy group are 12.76 percent, 12.57 percent, and 11.56 

percent, respectively, which are all significantly higher than Mr. Cassidy’s estimate 

Morin p. 292. 26 

27 “Dividend Paying Stocks Fit the Bill: Utilities and RElTS Are Among Those Beating Major Indices; ‘Th 
for Yield Hasn’t Abated,”’ WallSIreet Journal, July 8,2014. 
28 ral 
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Q. 

of the cost of equity.29 The recent higher returns expected by investors does not 

line up with recent experience in the markets. As Dr. Morin notes, 

To the extent that increase (decreases) in relative 
market valuation are anticipated by investors, 
especially myopic investors with short-term investment 
horizons, the standard DCF model will understate 
(overstate) the cost of equity. 

Another way of stating this point is that the DCF model 
does not account for the ebb and flow of investor 
sentiments over the course of the business cycle. The 
problem was particularly acute in the mid 1990’s and 
mid 2000’s where investors, faced with very low 
returns on short-term fixed-income securities and an 
uncertain market outlook, sought higher yields offered 
by utility stocks in a so-called flight to quality, boosting 
their stock price and lowering the dividend yield.30 

The understatementfoverstatement of investors’ required return associated with the 

application of the market price-based DCF model to the book value of common 

equity clearly illustrates why reliance upon a single common equity cost rate model 

should be avoided. 

PLEASE COMMENT ON MR. CASSIDY’S DISCUSSION (AT PAGES 22- 

23 OF HIS DIRECT TESTIMONY) REGARING THE FINANCIAL 

IMPLICATIONS OF A MARKET-TO-BOOK RATIO OF GREATER 

THAN 1.0. 

29 Value Line Anlayzer data from August 28,2014. 
30 Morin, p. 433 (emphasis added). 
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A. There are a number of reasons investors may bid up market prices for stocks above 

book values, other than an expectation that a water utility will earn more than its 

cost of equity. One reason is that investors may expect a city or some other public 

entity to condemn all or part of a water utility, meaning the municipality will 

acquire the assets at the fair market value. Water utilities typically have assets that 

have a value based on reproduction cost that is well in excess of book value, and 

investors would be aware that a condemnation award could be well in excess of 

book values, even if the utility earns no more than its cost of equity. 

Second, investors may anticipate a merger or acquisition that produces 

premium prices. With such anticipated sale prices well above book values, a water 

utility would also be priced above book value even if the water utility made no 

more than its cost of equity. There are other reasons as well. These include; ( 1 )  

public utility commissions do not issues orders simultaneously in all jurisdictions, 

(2) not all of a company’s earnings are regulated, (3) regulatory expenses, revenue 

and rate base adjustments may cause accounting returns to differ from those 

calculated on a rate case basis, (4) actual sales do not equal sales assumed in a rate 

case, (5) market expected ROEs change frequently while rate-case authorized 

ROEs do not, and (6)  regulated subsidiaries constitute only a piece of a holding 

company pie. 

The argument that utilities are earning more than their cost of capital 

because the market-to-book ratio is greater than 1.0 is superficial. There is ample 

evidence that for at least a decade now, regulated water utilities in Arizona have 

not been earning their costs of service, let alone overearning. Mr. Cassidy’s claim 

- that one would expect market forces to move the stock price lower, close to a 

market-to-book ratio of 1 .O, to reflect investor expectations of reduced expected 

13 
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Q. 

A. 

future cash flows - is also flawed. Mr. Cassidy has ignored many of the things o 

importance to investors and why it is reasonable to expect market-to-book ratios tc 

exceed 1.0 even if water utilities are expected to earn no more than their costs oj 

equity. If regulators were to force the market-to-book ratios to 1 .O by intentionallj 

lowering the allowed returns, such action would place utilities at a disadvantage ir 

competing for investment capital with industrials and other unregulated companies 

whose stock trades well above book value. 

PLEASE COMMENT ON STAFF’S ECONOMIC RISK ASSESSMENT, OR 

EAA. 

I can’t, at least not in any meaninghl way. Staff does not really explain the basis 

for this adjustment in its testimony except to say that its EAA reflects the uncertain 

status of the economy and the market.31 But Staff provides no analysis, study 01 

authoritative reference upon which Mr. Cassidy’s judgment rests for me ta 

consider. Of course, I agree with Staff that the current economic environmenl 

supports increased ROES. Interest rates are expected to increase as the FED 

curtails its easy money policies.32 Yet, I have never seen an adjustment of this type 

from Staff or anyone else until the past couple of years. When economic 

conditions were far worse in 2008 through 2010, Staff never advanced an E M .  I 

am left a bit perplexed by the whole thing, but my skepticism, and the fact that the 

E M  has popped into existence out of nowhere, leads me to conclude that it is an 

ill-considered band-aid to cover up an unreasonably low ROE. Recall that without 

3 I Cassidy Dt. at 28. 
32 Blue Chip Financial Forecast, August 2014. 
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Q. 

A. 

the E M ,  Staffs ROE model would be only 9.0 percent (9.6 percent average oi 

Staffs models less EAA of 60 basis points).33 

B. Responses to Staff’s Criticisms of the Companv’s Cost of Capital 
Analysis 

MR. CASSIDY CRITICIZES YOU (ON PAGE 30 OF HIS DIRECT 

TESTIMONY) FOR RELYING SOLEY ON ANALYSTS FORECASTS OF 

EPS GROWTH IN THE DCF MODEL. IS THIS TRUE? 

No. I rely on both historical growth rates and forecasts of growth. For the 

historical growth rates, I use historical per share price growth, historical BVPS 

growth, historical EPS growth, and historical DPS g r ~ W t h . ~ ~  For the forecast 

growth rate, I used long-term analyst estimates of EPS growth.35 I just give more 

weight to the analyst forecasts of growth. It is important to note that Mr. Cassidy 

disagrees with the additional weight I give the analyst forecasts, but he is not 

saying these forecasts have no merit, nor did I rely solely on analyst forecasts of 

growth. The dispute between Mr. Cassidy and me comes down to something 

between 50 percent and my “greater” emphasis. In my direct testimony I explained 

why a weight greater than 50 percent should be given to analysts’ es t i rnate~.~~ 

33 Cassidy Dt. at 28. 
34 Bourassa COC Dt. at 35. 
35 Id. 
j6 Bourassa COC Dt. at 3 1. 
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Q. 

A. 

Q- 

A. 

AREN’T YOUR GROWTH ESTIMATES SIMILAR TO STAFF’S DESPITE 

THE GREATER EMPHASIS YOU PLACE ON ANALYSTS’ FORECAST8 

OF GROWTH? 

Yes. Staff’s growth estimate for its constant growth DCF is 5.7 per~ent.~’ Thc 

implied growth for Staffs multi-stage DCF is 6.4 My two DCF growtf 

estimates are 5.2 percent and 5.7 percent with a median of 5.5 In othei 

words, my growth estimates are lower than Staffs. Any criticisms by Mr. Cassidj 

of my greater emphasis on analysts growth and the implication that my DCE 

estimate is overstated as a result is unfounded. As such, I will not respond at thi: 

time to Mr. Cassidy’s criticisms of my use of analyst growth estimates on pages 3 I 

through 35 of his testimony. 

DO YOU HAVE EVIDENCE THAT THE GROWTH FORECASTS USED 

BY BOTH STAFF AND THE COMPANY ARE SIGNIFICANTLY 

UNDERSTATED? 

Yes. The 1-year, 3-year, and 5-year annualized total returns reported by Value 

Line (August 28, 2014) for Mr. Cassidy’s water proxy group are approximately 

12.8 percent, 12.6 percent, and 11.6 percent, re~pectively.~’ These indicated 

returns would imply a growth rate for the DCF model in the range of 8.7 to 9.9 

per~ent .~’  Compare this to Staffs 5.7 percent growth rate and 6.4 percent 

See Staff Schedule JAC-3. Solving the DCF model as set forth in Mr. Bourassa’s Direct Testimony at page 31 
yields g = k -DIPO. Substituting Staffs dividend yield of 2.Yh for D I P 0  and the Staff 9.3% result for k we get: g 

38 See Staff Schedule JAC-3. The multi-stage DCF indicated cost of equity is 9.3 percent. Using the 
39 See USLLC Schedule D-4.8. 

A stock’s total return is the percentage increase in the value of a shareholder’s investment, assuming reinvestment 
of all dividends and adjusted for any stock splits. 
41 Solving the DCF model as set forth in Mr. Bourassa’s Direct Testimony at page 31 yields g = k -Dl/PO. 
Substituting Staff’s dividend yield of 2.9 for D I P 0  and the high end of the range of 12.8 percent for k we get: g = 

37 

= 6.4 = 9.3 - 2.9 

40 
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Q. 

A. 

Q. 
A. 

Q. 

A. 

mentioned above. Even the growth rate based on analyst estimates that I use - 5.2 

percent and 5.7 percent as shown on Schedule D-4.8 - falls far short of the implied 

growth rate investors have realized over the recent past. What this shows is that 

even when using forecasts of earnings growth, the indicated cost of equity can 

vastly understate the cost of equity. 

PLEASE COMMENT ON MR. CASSIDY’S TESTIMONY (AT PAGE 37) 

CRITICIZING YOU FOR CONSIDERING THE FORECASTED 

INTEREST RATES AS A PROXY FOR THE RISK FREE RATE. 

By nature, the cost of capital is an opportunity cost: the prospective return available 

to investors from alternative investments of similar risk. In addition, we are setting 

rates that will be in effect for some future time period, the cost of capital estimation 

must be forward-looking. Since the cost of capital is prospective in nature it 

necessarily requires the use of a forward-looking bond yield. 

ANYTHING ELSE. 

Yes. First, the average expected 30-year Treasury bond rates of 4.3 percent I 

employ in my CAPM analyses is higher than rates currently, but lower than 

Treasury bond rates were during most years used to determine historical 

relationships between interest rates and equity costs (and thus, risk premiums); the 

long-term risk-free rate (1926-2013) is 5.09 percent.42 As a result, risk premiums 

today are expected to be higher than in the past. 

WHY IS THAT RISK PREMIUMS TODAY ARE EXPECTED TO BE 

HIGHER THAN RISK PREMIUMS IN THE PAST? 

There is a theoretical reason and many sources of empirical data that support the 

8.7 = I 1.6 - 2.9 and and the low end of the range of 1 1.6 percent for k we get: g = 9.9 = 12.8 - 2.9. 
4 2  Morningstar, Ibbotson SBBI 2014 Classic Yearbook, Table 1 1-5. 
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Q. 
A. 

Q. 

A. 

Q. 

proposition that equity risk premiums increase when interest rates 

THANK YOU. PLEASE CONTINUE. 

The Federal Reserve has kept bond yields artificially low through its aggressivc 

bond buying programs and other The Federal Reserve's bond buying 

programs are not sustainable and the continuation of these programs is no 

unlimited. The ending of these programs is expected later this year and the Federa 

Reserve is expected to begin raising interest rates by the middle of next year: 

Therefore, interest rate levels since 2008 and current interest rate levels are no 

representative of the long-term cost of capital. 

HAS MR. CASSIDY PROVIDED ANY ANALYSES OR STUDIES THA7 

SUGGEST THAT CURRENT INTEREST RATES ARE BETTER PROXIES 

FOR THE RISK FREE RATE IN THE CAPM. 

No. Staff typically uses spot interest rates in its CAPM. In my view, the currentlj 

low interest rates (as the result of the Fed's unprecedented actions to spur thc 

economy in recent years)46 contribute to distortions in Staffs CAPM, particularlq 

when spot rates are used. This may be one of the reasons why Staff has abandoned 

its CAPM at this time while I have not. 

PLEASE COMMENT ON MR. CASSIDY'S TESTIMONY (AT PAGE 38) 

CRITICIZING YOU FOR CONSIDERING THE DIFFERENCES IN RISK 

DUE TO THE SIZE OF USLLC COMPARED TO THE PUBLICLY 

TRADED SAMPLE UTILITIES. 

43 Morin, Chapter 4.; Harris and Marston, "Estimating Shareholders Risk Premia Using Analysts' 
Growth Rates," Financial Management, Summer 1992.; 

Bourassa Dt. at 9-1 I .  
4s Blue Chip Financial Forecast, August 2014. 
46 Bourassa Dt. at 9-1 1. 
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A. 

Q. 

A. 

I have not made a specific size adjustment for USLLC; rather, I have pointed ou 

the differences in risk stemming from USLLC’s higher business risk, operatin! 

leverage, and liquidity and have recommended a return on equity that is above thc 

mid-p~int.~’ My recommendation of 11.0 percent, which is 70 basis points highe 

than the mid-point of my analyses of 10.3 percent, is conservative given the risk: 

of an investment in USLLC. That said, Mr. Cassidy does not dispute that smalla 

companies are more risky than larger companies.48 

TO REBUT ANY IMPACT OF SIZE FOR UTILITY COMPANIES, MR 

CASSIDY REFERENCES A STUDY BY ANNIE WONG (AT PAGE 38) 

ARE YOU FAMILIAR WITH THIS STUDY? 

I sure am. Over the past 10 plus years or so Staff’s witnesses have repeated11 

trotted out this one study to refute the notion that utilities like USLLC are more 

risky than the proxy companies because they are considerably and significant11 

smaller. Mr. Cassidy has done so in the past. In one recent case, he admitted on 

cross examination that he had never read Ms. Wong’s actual paper, wasn’t even 

sure what kind of paper it was (he thought it might be her doctoral thesis), and did 

not know whether it had ever been published:’ Mr. Cassidy also stated that he was 

unaware of any other person that had published a similar conclusion.50 I do no1 

know what else Ms. Wong has done since, but I suspect this item of Ms. Wong’s 

work, and its questionable conclusions, have found no greater audience than at 

public utility commissions where some party is trying to justify an unreasonably 

low ROE for a utility that is not publicly traded. 

47 Bourassa Dt. at 25. 
Cassidy Dt. at 38. 
Transcript from March 28, 201 3 hearing at 237: 18 - 239:8, Rio Rico lltilities, Inc. 
Id. 238: 13-20 
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Q. 

A. 

Q. 

A. 

HAS MS. WONG DISPROVED THE EXISTENCE OF A SIZE PREMIUM 

FOR SMALL UTILITY STOCKS? 

No. Actually, Ms. Wong’s study has been criticized soundly: “[her] weak evidence 

provides little support for a small firm effect existing or not existing in either thc 

industrial the utility ~ector.”~’ Dr. Zepp found that Ms. Wong’s empirical result: 

were not strong enough to conclude that beta risk of utilities is unrelated to size; hc 

found that her use of monthly, weekly, and daily data may be the cause of hei 

inability to find a relationship; and he found other studies that show trading 

infrequency to be a powerfbl cause of bias in beta risk when time intervals of e 

month or less are used to estimate beta’s for small stocks.52 The studies relied on 

in Mr. Zepp’s published paper found, “when a stock is thinly traded, its stock price 

does not reflect the movement of the market, which drives down the covariance 

with the market and creates an artificially low beta estimate.”53 Thus, Ms. Wong’s 

weak results were due to a flawed analysis. 

DON’T PASCHALL AND HAWKINS (QUOTED BY MR. CASSIDY ON 

PAGE 39) SUPPORT MS. WONG AND MR. CASSIDY’S VIEW THAT 

SMALLER WATER UTILITIES ARE NOT MORE RISKY THAN 

LARGER WATER UTILITIES? 

No, the authors do not argue against a small company risk premium for small water 

utilities. Instead, they merely suggest that the small company risk premium may be 

lower than the average company for the reasons they state. A very low risk 54 

~~~ ~~ 

’’ Thomas M. Zepp, “Utility Stocks and the Size Effect - Revisited,” The Quarterly Review Economics and Finance, 
Vol. 43, Issue 3, Autumn 2003, 578-582. 

’’ Id 

The Size Effect’ Debate,” CCH Business Valuation Alert, Vol 1, lssue No. 2, December 1999. 

Id. at 579. 

Micheal A. Paschal1 and George B. Hawkins, “Do Smaller Companies Warrant a Higher Discount Rate for Risk”: 54 
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Q9 

A. 

premium for USLLC compared to the average company is exactly what 

recommend in this case. 

According to the empirical financial market data provided by Duff & 

Phelps, the indicated size premium over for a company the size of USLLC woulc 

be 12.12 percent over the average company the size of USLLC.’’ A size premiun 

analysis provided in Exhibit TJB-COC-RB1 indicates a size premium in the rangc 

of 99 to 377 basis points over the water proxy group. My implied risk premium i! 

just 70 basis pointss6, which is about 6 percent of the indicated small company risk 

premium for an average company the size of USLLC based on Duff&Phelp: 

market data, and well below the bottom end of the range of the indicated additiona 

risk premium over my water proxy group. Therefore, I think Paschal1 and Hawkin: 

support my analysis not Mr. Cassidy’s. That’s true with respect to both, whethei 

size matters, and, whether my recommended 1 1 .O return is conservative. 

DO YOU FIND ANY FURTHER SUPPORT IN PASCHALL AND 

HAWKINS? 

Yes, as a matter of fact, I do. One of the main points of the authors’ discussion 

was that the use of small company risk premium without consideration of the 

specific risks of the subject company could be subject to challenge. Recognition of 

the additional risk associated with an investment in USLLC compared to his water 

proxy group is something Mr. Cassidy fails to do. 

That said, a great deal of my direct testimony was devoted to comparing the 

differences between the large publicly traded company and USLLC that would 

Duff&Phelps. 2014 Valuarion Handbook. Exhibit 7.3. Decile 102. 

I I .O percent recommendation less mid-point of 10.2 percent. 

5 5  

56 
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reflect differences in risk, which is exactly what the authors would recommend. As 

Q. 

A. 

Q. 

A. 

DO PASCHALL AND HAWKINS REFERENCE ANY STUDIES TO 

SUPPORT THE PROPOSITION THAT A PRIVATELY HELD SMALL 

Paschall and Hawkins conclude: 

WATER UTILITY HAS THE SAME RISK AS A LARGE PUBLICLY 

Failing to consider the additional risk associated with 
most smaller companies, however, is to fail to 
acknowledge reality. Measured properly, small 
company stocks have proven to be more risky over a 
long period of time than have larger company stock. 
This makes sense due to the various advantages that 
larger companies have over smaller companies. 
Investors looking to purchase a riskier company will 
require a r ter return on investment to compensate 
for that risk ’’ 

TRADED UTILITY? 

No. 

ARE THERE ANY STUDIES THAT CONTRADICT MS. WONG’S 

FINDINGS? 

Yes, besides basic business sense, I am aware of two other studies that support the 

conclusion that small utilities are more risky than larger utilities. The first, a study 

conducted by the California Public Utilities Commission (“CPUC”) looked at 

58 water ~tilities.~’ Based on that study, the CPUC Staff concluded that smaller 

water utilities are more risky and required higher equity returns than larger water 

utilities. This position was adopted by the CPUC.59 A second study, conducted by 

Dr. Zepp, showed that on average, the smaller water utilities in his study had a 

” Paschall supra. 
Id. at 580. 
Zepp, supra. 59 
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Q- 

A. 

Q. 
A. 

Q. 
A. 

99 basis point higher cost of equity.60 In short, Ms. Wong's now 20 year-old stud! 

of unknown providence, should be given little to no weight in these proceedings. 

DOES MR. CASSIDY DISPUTE YOUR ASSESSMENTS OF THE 

RELATIVE BUSINESS RISK BETWEEN THE PUBLICLY TRADE1 

UTILTIES AND USLLC? 

No. As I showed in my direct testimony, USLLC is nearly 9 times more risky thar 

the publicly traded utilities as measured by the co-efficient of variation 0: 

earnings.6' USLLC is roughly 8 times risky as measured by operating leverage. 

These are quantitative measures of relative business risk and not simply an opinion 

C. 

PLEASE COMMENT ON THE RUCO DCF ANALYSIS? 

As discussed previously on pages 9-12, the DCF model has a tendency to mis- 

specify investors' required return rate when the market value of common stock 

differs significantly from its book value. The market-based DCF model will resull 

in a total annual dollar return on book common equity equal to the total annual 

dollar return expected by investors only when market and book values are equal, 

but market values and book values of common stocks are rarely at unity. 

WHAT ARE THE RESULTS OF RUCO'S DCF ANALYSIS? 

RUCO DCF results are just 7.3 percent to 7.4 percent.63 By comparison of the 

actual and authorized returns of the public traded utilities as discussed on pages 5 

and 6 (9.8 percent to 10.6 percent) and the recent annualized total market returns 

Rebuttal to the Cost of Equity Recommendations of RUCO 

Id. 

Bourassa Dt. at 25. 

Id. at 26. 

60 

61 

62 

63 See RUCO Schedule RBM-4, page I 
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Q. 

A. 

Q. 
A. 

Q. 
A. 

for the water utilities of 11.6 to 12.8 percent. Mr. Mease’s own CE analysis 

indicated a return of 9.8 percent. Mr. Mease’s results are extremely low by 

comparison and do not pass the smell test. 

DOESN’T MR. MEASE REPORT (AT PAGE 11) THAT HIS DCF 

ANALYSIS RESULTS ARE IN THE RATE OF 7.3 to 8.7 PERCENT? 

Yes. Mr. Mease gets his 8.7 percent by reporting a composite median which he 

does not define or explain. The 8.7 percent is the result he reports on his summary 

cost of capital schedule (Schedule RDM-2) as the result for his DCF analysis. 

This “slight of hand” makes me think he is reporting statistics which he can then 

pick and choose from to cover up for his unreasonably low results. Regardless, 

like the Staff DCF results, USLLC would have no realistic opportunity to actually 

earn Mr. Mease’s market-based rate of return at either 7.3 percent of 8.7 percent. I 

could perform the same analysis for the Staff DCF result as 1 did on pages 9-10 to 

demonstrate my assertion. 

ANTHING ELSE? 

Yes. Mr. Mease reports a 3.9 percent indicated cost of equity for Middlesex Water 

on Schedule RBM-4. This is less than the current yield on Baa investment grade 

bonds of 4.73 percent.64 In fact, there is only one DCF indicated cost of equity in 

Mr. Mease’s schedule that is above 8.7 percent. 

PLEASE COMMENT ON THE RUCO CAPM ANALYSIS? 

Mr. Mease’s CAPM analysis produces an indicated cost of equity of just 7.25 

percent. I am not surprised by his low CAPM results. His analysis is flawed in at 

least five respects. First, he has incorrectly relied upon a historical risk-free rate 

64 Moody’s Seasoned Baa bond yield as of October 1,2014 as reported by the Federal Reserve. 
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Q. 

A. 

despite the fact that both ratemaking and the cost of capital are prospective 

Second, he has exclusively relied on historical measures of the market risE 

premium and does not employ a forward looking market risk premium. Third, hi: 

historical measures of the market risk premium are measured on market indice: 

which are made up of the largest publicly traded companies and he does no1 

recognize the additional risk premium of much smaller firms. Fourth, he employ: 

a market risk premium that is based in part on historic geometric means, whict. 

should not be used in a prospective model like the CAPM. Fifth, he uses total 

returns on long-term government bonds in computing the market risk premium 

which is inconsistent with treating the security as a riskless asset. 

PLEASE ELABORATE ON MR. MEASE’S USE OF HISTORICAL YIELDS 

ON LONG-TERM U.S. TREASURIES. 

Mr. Mease relies on historical yields on long-term U.S. Treasury bond yields (Le. 3 

month recent historical average of 20-year U.S. Treasury bond yields) for his 

CAPM anal~sis.~’ I have several concerns about the use of current interest rates. 

First, it ignores the fact that both the cost of capital and ratemaking are prospective. 

Second, the average 20-year Treasury bond rates of 3.47 percent computed by Mr. 

Mease66 is lower than Treasury bond rates were during most years used to 

determine historical relationships between interest rates and equity costs (and thus, 

risk premiums). Because risk premium vary inversely with interest rates, risk 

premiums today are expected to be higher than in the past. Thus, Mr. Mease’s 

MRP which are based on an historical time period from 1926 to 2012 conflicts with 

the current low interest rate levels. Let me explain. On page 14 of his testimony, 

Mease Dt. at 12. 65 

66 Id 

25 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1  

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Q. 

A. 

Q. 
Q. 

Mr. Mease shows the arithmetic mean and geometric mean total return on long 

term government bonds for the years 1926-2012 were 6.1 percent and 5.7 percent, 

respectively. On a correct income return basis, the arithmetic mean and geometric 

mean income return on long-term government bonds for the year 1926-2012 were 

5.2 and 5.1 percent, respectively. All of these bond returns are higher than Mr. 

Mease’s estimate of the risk free rate of 3.47 percent. As the historical data 

shows interest rates upon which Mr. Mease’s MRP is developed far exceed the 

3.47 percent he employs in his CAPM for the risk fiee rate 

PLEASE EXPLAIN WHAT YOU MEAN BY “CORRECT INCOME 

RETURN BASIS”. 

I will discuss this in more depth at page 26. For now, total return is comprised of 

three components; the income return, the capital appreciation return and the 

reinvestment return. Only the income return is the unbiased estimate of the riskless 

rate because it represents the riskless portion of the return. Because bond prices 

vary with prevailing bond yields over time, the inclusion of the capital appreciation 

return and reinvestment returns introduces price risk into the total return. 

Therefore, the total return does not represent a riskless return. 

PLEASE CONTINUE. 

The arithmetic mean and geometric mean for long-term income returns on 

government bonds have remained fairly stable at around 5.1 to 5.2 percent since 

2009 (i.e. 1926-2009, 1926 2010, 1926-201 1, 1926-2012, and 1926-2013).67 While 

interest rate levels have been and are expected to remain low in the short-term, 

long-term interest rate levels are expected to rise in the next few years. 

67 As reported by Mormingstar. 
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Q. 

A. 

Q- 

A. 

Q. 

A. 

DO LOWER INTEREST RATES OVER THE PAST SEVERAL YEAR5 

MEAN THAT THE COST OF EQUITY IS LOWER TODAY THAN IN THE 

PAST? 

All things being equal, the cost of equity moves in the same direction as interesi 

rates. Lower interest rates on U.S Treasuries (“risk-free” rate) imply lower equity 

returns and visa-versa. However, the risk premium required to compensate 

investors also impacts the cost of equity. Lower interest rates are associated with 

higher equity risk premiums. Higher risk premiums required by investors imply 

higher equity costs and vice versa. Risk premiums are impacted by uncertainty no1 

only fbture interest rates, but business and economic conditions, expected inflation 

(or deflation), and other risk factors including business risk, regulatory risk. 

financial risk, construction risk, and liquidity risk. As noted on page 1 1 , investors 

in Mr. Mease’s water proxy group have realized market returns of 11.6 percent to 

12.8 percent over the past several years despite the low interest rate environment. 

PLEASE COMMENT ON MR. MEASE’S FAILURE TO USE A 

PROSPECTIVE MARKET EQUITY RISK PREMIUM. 

As noted on pages 16-17 above, the cost of capital is prospective in nature. As 

such, it necessarily requires the use of a forward-looking MRP. . 
PLEASE COMMENT ON MR. MEASE’S USE OF LARGE COMPANY 

INDEXES TO COMPUTE HIS MARKET RISK PREMIUM. 

In his CAPM analysis, Mr. Mease uses the total returns on the S&P 500 (1926- 

2012) in the computation of his market risk premium.68 The S&P 500 consists of 

the 500 largest companies and only approximately 20 percent of the S&P 500 

Mease Dt. at 14. 68 
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Q. 

A. 

Q. 

A. 

would be considered Mid Cap companies. Further, there are no companies in thc 

Low-Cap or Micro-Cap categories. Because it is heavily weighted with Large-Cay 

companies, the S&P SO0 is essentially a large company index. Morningstar refer: 

to the S&P 500 as a large company index and cautions that “if using a largt 

company index to calculate the equity risk premium, an adjustment is usually madc 

to account for the different risk and return characteristics of small stocks.” 69 

SHOULD THE CAPM RESULTS BE ADJUSTED TO REFLECT THlE 

SMALL SIZE OF USLLC COMPARED TO MR. MEASE’S PROXk 

GROUP? 

Yes. The empirical evidence shows that smaller firms have higher betas 

Morningstar reports that beta is inversely related to size. 70 In other words, as firm 

size decreases, beta increases. Because the CAPM is incomplete it should be 

adjusted to reflect the additional risks of smaller firms.” 

PLEASE COMMENT ON MR. MEASE’S USE OF GEOMETRIC MEANS 

IN ESTIMATING THE HISTORJCAL MARKET RISK PREMIUM FOR 

HIS CAPM ANALYSIS. 

Mr. Mease employs a geometric mean in calculating the market risk premium in 

his primary CAPM.72 His choice to use geometric average is incorrect and 

depresses his cost of equity estimate. As various finance experts have explained, 

Morningstar, Ibbotson SBBI 2014 Classic Yearbook, p. 152. 69 

70 Morningstar, Ibbofson SBBI 2013 Valuation Yearbook, Table 7-5, Table 7-8, Table 7-10, Table 7-1 1, and Table 7- 
12. Morningstar reports betas by portfolio for ten decile sizes using several alternative benchmarks. All alternatives 
show that as firm size decreases beta increases. 

Bourassa Dt. at 37 and 42. 71 

72 Mease Testimony, p. 14. 
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an arithmetic mean is the correct approach to use in estimating the cost of ~apital.~. 

As Dr. Morin states: 

Because valuation is fonvard-looking, the appropriate 
average is the one that most accurately approximates 
the expected future rate of return. The best estimate of 
the expected returns over a future holding period is the 
arithmetic average ... . 

There is no theoretical or empirical justification for the 
use of geometric mean rates as a measure of the 
appropriate discount rate or computing present values. 
In any event, the CAPM is developed on the premise 
of expected returns being averages and risk being 
measured with standard deviation. Since the latter is 
estimated around the arithmetic average, not the 
geometric average, it is logical to stay with the 
arithmetic averages to estimate the market risk 
premium. 14 

The consensus among these experts makes sense. Only arithmetic mean return 

rates and yields are appropriate for cost of capital purposes because ex-posl 

(historical) total returns and equity risk premiums differ in size and direction ovei 

time, providing insight into the variance and standard deviation of returns. The 

geometric mean of ex-post equity risk premiums provides no insight into the 

potential variance of future returns because the geometric mean relates the change 

over many periods to a constant rate of change, rather than the year-to-year 

fluctuations, or variance, which are critical to risk analysis. In short, the 

73 Zvi Bode, Alex Kane, Alan J. Marcus, lnvestments (McGraw-Hill6th ed., 200S)("Bode"), pp. 864-865. 

ed.)("Brealey"), pp. 162-1 63. 
74 Morin, pp. 156-57 (emphasis added). 

Richard A. Brealey, Stewart C. Myers, Frankin Allen, Principles of Corporate Finance (McGraw-Hill 11th 
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Q. 

A. 

conclusion of these financial experts is that while the geometric mean is usehl ir 

comparing what happened in the past, it should not be used to determine estimate! 

of expected hture returns or market risk premiums. 

WHAT OTHER ISSUE DO YOU HAVE WITH MR. MEASE’S 

COMPUTATION OF THE MARKET RISK PREMIUM? 

As mentioned earlier on page 24, Mr. Mease incorrectly uses total returns on long 

term government bonds when computing his estimate of the market risk premium 

Although he has relied on Morningstar’s historical returns in his CAPM analysisY7’ 

Mr. Mease has ignored Morningstar’s recommendations regarding the use of the 

income return, and not the total return on U.S. Treasury securities, in deriving an 

equity risk premium. Pages 55  and 56 of the Ibbotson SBBI - 2013 Valuation 

Yearbook states: 

Another point to keep in mind when calculating the 
equity risk premium is that the income return on the 
appropriate-horizon Treasury security, rather than the 
total return, is used in the calculation. The total return 
is comprised of three return components: the income 
return, the capital appreciation return, and the 
reinvestment return. The income return is defined as 
the portion of the total return that results fiom periodic 
cash flow or, in this case, the bond coupon payment. 
The capital appreciation return results from the price 
change of a bond over a specific period. Bond prices 
generally change in reaction to unexpected fluctuations 
in yields. Reinvestment return is the return on a given 
month’s investment income when reinvested into the 
same asset class in the subsequent months of the year. 
The income return is thus used in the estimation of the 

Mease Testimony, p. 54. 7s 
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Q. 

A. 

equity risk premium because it represents the truly 
riskless portion of the return. 

* * * *  
Anticipated changes in yields are assessed by the 
market and figured into the price of a bond. Future 
changes in yields that are not anticipated will cause the 
price of the bond to adjust accordingly. Price changes 
in bonds due to unanticipated changes in yields 
introduce price risk into the total return. Therefore, the 
total return on the bond series does not represent the 
riskless rate of return. The income return better 
represents the unbiased estimate of the purely riskless 
rate of return, since an investor can hold a bond to 
maturity and be entitled to the income return with no 
capital 10~s.’~ 

DOES THAT CONCLUDE YOUR REBUTTAL TESTIMONY ON COST 01 

CAPITAL? 

Yes. Although my silence on other positions of the other parties in this case on cos1 

of capital and that were not addressed in my rebuttal testimony does not constitute 

agreement with them. 

’ Morningstar, Ibbotson SBBI 2013 Valuation Yearbook, 55-56 (emphasis added). 

31 



D SCHEDULES 



Utllity Source, LLC 
Test Year Ended December 31,2012 

Summary of Cost of Capital 

Consolidated Cavital Structure 

Actual End of Tesl Yea[ 

Percent 
Line Dollar Of Cost Welghled 
- NO nem of Camal &ggQ I&! Baem 
1 Long-TmnDebl 000% O W ?  000% 
2 
3 Stockholders Equdy 3,722,209 10000% 1100% 1100% 
4 

11 00% 5 Totals 3,722,209 100 OW? 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 SUPPORTING SCHFDULFS 
23 D 1  
24 D-3 
25 D-4 
26 
21 
28 Testimony 
29 
30 

- 

Exhibit 
Rebuttal Rebulial Schedule D-1 
Page 1 
Wimess: Bourassa 

ita1 Structure Pmiecied Cav 

Percent 
Dollar of Cost Weighted 

O . W ?  0.00% 0.00% 

3,649.952 100.00% 11.00% 11.00% 

m m m  &w@! 

3.649.952 100.00% 

RECAP SCHEDULES: 

11 .00% - 



Line 
- No Description of Debt 

1 
2 
3 
4 

5 
6 
7 
0 
9 
t o  
11 
12 
13 Totals 
14 
15 
16 Suomrtina Schdules: 
17 E-1 
18 E-2 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 

Utility Source, LLC 
Test Year Ended December 31,2012 

Cost of Long Term Debt 

End of Test Year 

Amount Annual Interest Weighted 
m Outstandinq interest && 

- 0.000% 
- 0.000% 
- 0.000% 
- 0.000% 
- 0.000% 
- 0.000% 
- 0.000% 
- 0.000% 
- 0.000% 

0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 

0.000% - s 

Exhibit 
Rebuttal Rebuttal Schedule 0-2 
Page 1 
Witness: Bourassa 

End of Projected Year 

Amount Annual 
Outstandinq interest 

Interest Weighted 

0.000% 0.000% 
0.000% 0.000% 
0.000% 0.000% 
0.000% 0.000% 
0 000% 0.000% 
0.000% 0.000% 
0000% 0.000% 
0.000% 0.000% 
0.000% 0.000% 

0.000% 



Line 
No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Utility Source, LLC 
Test Year Ended December 31,201 2 

Cost of Preferred Stock 

Exhibit 
Rebuttal Rebuttal Schedi 
Page 1 
Witness: Bourassa 

End of Test Year End of Proiected Year 

Description Shares Dividend Shares Dividend 
of Issue Outstanding Amount Requirement Outstanding Amount Requirement 

NOT APPLICABLE, NO PREFERRED STOCK ISSUED OR OUTSTANDING 

SUPPORTING SCHEDULES: 
E-I 

RECAP SCHEDULES: 
D-1 



Utility Source, LLC 
Test Year Ended December 31 I 2012 

Cost of Common Equity 

Exhibit 
Rebuttal Rebuttal Schedule D-4 
Page 1 
Witness: Bourassa 

Line 
k 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 SUPPORTING SCHEDULES: 
18 E-1 
19 04.1 to 04 .18  
20 

The Company is proposing a cost of common equity of 1 1 .OO% 

RECAP SCHEDULES: 
D- 1 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

Utility Source, LLC 
Summary of Results 

Ex hi bi t 
Rebuttal Schedule 04.1 
Witness: Bourassa 

Method 

DCF Constant Growth Estimates' 

CAPM Estimates2 

Build-up Method Estimates' 

Mid-point 

Recommended Cost of Equity' 

1 See Rebuttal Schedule D4-8 
2 See Rebuttal Schedule 134.12 
3 See Rebuttal Schedule D4.18  
' Testimony 

Median 
Resun 

9.0% 

9.7% 

11.6% 

10.3% 

11 .O% 



Utility Source, LLC 
Selected Characteri6tlcs of Sample Group of Water Utilities 

Line 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 'AUS utiliy RWS (Seprnber~O14). 
22 
23 
24 
25 

!Q 

ComDanv' 
1 American Slates 
2 AquaAmerica 
3. California Waler 
4 Cmneclicul Water 
5 Middlesex 
6 SJW Corp 

Average 

Utility Source, LLC 
(Adlusted as of December 31, 2012) 

W Waler 
Revenues' 

71 % 
98% 
100% 
100% 

95x 

92% 

100% 

artoh 

Exhibit 
Rebuttal Schedule D-4.2 
Wdness: Bourassa 

Operating Net 
Revenues Plant 
irnillions)' (rniilions)' 

$ 4584 $ 9887 

s 949 s 4838 

$ 7709 $ 4.233.8 
$ 5870 $ 1,5395 

$ 1151 $ 451 4 
S 2775 $ 9150 

0 3840 $ 1.4354 

$ 0 3  $ 4 0  

S&P 
Bood 

Ratim' 

A+ 
AA- 
AA- 
AIA- 

A 
A 

NR 

Moody's 
Bond 
Ratina' 
A2 
NR 
NR 
NR 
NR 
NR 

NR 

Allowed Bwk 
ROE I%)' ROE I%) 

9.99 12.30 
10.29 14.60 
9.99 7.90 
9.75 11.10 
10.15 8.90 
9.99 6.70 

10.03 10.25 



utilii Source, LLC 
Capital Structures 

- No 
1 
2 

4 1 Amerlcan States 
5 2. Aqua America 
6 3. California Water 
7 4. Connecticut Water 
8 5. Middlesex 
9 6 SJWCorp 
10 
11 Average 
12 
13 Utility Source, LLC 
14 (Actual December 31,2012) 

3 Comoanv 

15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
28 
27 
28 

' Value Line hdyzer Data (Wternber 28. 2014) 
2 Adpried Per Rebultal Schedule 0-1 

EoOk Value' 
Long-Term Common 
w Esu!&Y 

39.8% 60.2% 
48.9% 51.1% 
41.6% 58.4% 
47.0% 53.0% 
40.7% 59.3% 
51 .O% 49.0% 

44.8% 55.2% 

0.0% 100.0% 

Exhibit 
Rebultal Schedule D-4.3 
Witness: Bourassa 

Market Value' 
LongTerm common 

Q& 

21.5% 78.5% 
25.9% 74.1% 
28.0% 72.0% 
32.7% 67.3% 
29.0% 71.0% 
38.1% 61.9% 

29.2% 70.8% 

NIA NIA 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
6 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
26 

29 

Utility Source, LLC 
Comperlsons of Past and Future E stlmates of Growth 

Five-year historical av eraam annual chanaer 
Book 

ComDany Price' & E P S ‘ &  
1 Amencan States 16 07% 6 50% 1300% 6 50% 
2 Aqua America 11 70% 6 00% 11 00% 7 00% 
3 Caldornm Water 4 27% 4 50% 4 00% 1 50% 
4 Connecticut Water 12 77% 8 00% 8 00% 2 00% 
5 Middlesex 8 36% 3 00% 150% 150% 
6 SJWCorp 4 2 4 1  2 SOYO 050% 350% 

GROUP AVERAGE 9.57% 5.08% 6.33% 3.67% 
GROUP MEDIAN 10.03% 5.25% 6.00% 2.75% 

151 161 

Average 
Average Future 
- &  
10.52% 2.67% 
8.92% 6 00% 
3.57% 6 50% 
7.69% 5.00% 
3.59% 3.60% 
2.69% 10.50% 

6.16% 5.71% 
5.64% 5.50% 

’ Average of changes in ennuel stock prices ending on December 31 through 2012. Data from Yahoo Finance websle 
’ Value Line Analyzer Data, September 28.2014 
3 See Rebuttd Schedub D-4.6. 

Exhibit 
Rebuttal Schadule 0-4.4 
Witness: Bourassa 

171 
Average of 
Future and 
Historical 
Growth 

!aw 
6.59% 
7.46% 
5.03% 
6.35% 
3.60% 
6.59% 

5.94% 
6.47% 

I 

. 



Line - No. 
1 
2 

3 
4 
5 
6 
7 
0 
9 
10 
1 1  
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

Utility Source, LLC 
Comparisons of Past and Future Estimates of Growth 

Company 
1. American States 
2. Aqua America 
3. California Water 
4. Connecticut Water 
5. Middlesex 
6. SJWCorp. 

GROUP AVERAGE 
GROUP MEDIAN 

Ten-vear historical averaoe annual chanses 
Book 

Price’ & D P S ’  
12.91% 5.00% 8.50% 3.00% 
10.31% 8.50% 7.00% 7.50% 
10.19% 5.00% 4.00% 1.00% 
6.58% 4.00% 0.50% 1.50% 
4.38% 4.50% 3.50% 1.50% 
12.91% 5.50% 4.00% 5.00% 

9.54% 5.42% 4.25% 3.25% 
10.25% 5.00% 4.00% 2.25% 

[51 

Average 

6.85% 
0.33% 
5.05% 
3.14% 
3.47% 
6.85% 

5.62% 
5.95% 

’ Average of changes in annual stack prices ending December 31,2013. Data from Yahoo Fiance websle. 

’ See Rebuttal Schedule 0 4 . 6 .  
Value Lvle Analyzer Data. September 28. 2014 

i61 

Average 
Future 

Growth’ 
2.67% 
6.00% 

5.00% 

10.50% 

6.50% 

3.60% 

5.71% 
5.50% 

Exhibit 
Rebuttal Schedule D4.5 
Witness: Bourassa 

171 
Average of 
Future and 
Historical 
Growth 

4.76% 
7.16% 
5.77% 
4.07% 
3.53% 
8.68% 

5.66% 
5.27% 



Line 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
1 1  
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

Utility Source, LLC Exhibit 
Analysts Forecasts of Earnings Per Share Growth Rebuttal Schedule D4.6 

Wtness: Bourassa 

ESTIMATES OF EARNINGS GROWTH 
Value 

CornDany Yahoo ‘Zacks ‘  - Line’ 
1 Amencan Slates 100% 100% 600% 
2 AquaAmerica 4 00% 550% 850% 
3 California Water 600% 600% 750% 
4 Connecticut Water 5 00% 500% 500% 
5 Middlesex 2 70Yo 4 50% 
6 SJWCorp 14 00% 7 00% 

Average 
Growth (G)  
fCols 1-3)’ 
2.67% 
6.00% 
6.50% 
5.00% 
3.60% 
10.50% 

GROUP AVERAGE 5.45% 4.38Yo 6.42% 5.71% 
GROUP MEDIAN 5.50% 

’ Data as of Odober 2.2014 

’ Where no data available or single estimate, average of other utiliiiis assumed to estimate for utilty. 
Data as of September 28, 2014. 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 

Utility Source, LLC 
Current Dividend Yields for Water Utility Sample Group 

Exhibit 
Rebuttal Schedule D4.7 
Wtness: Bourassa 

Average 
Stock 

Commny Price IPd’ 
1. American States S 31.20 
2. Aqua America S 24.24 
3. California Water S 23.41 

5. Middlesex S 20.24 
6. SJW Corp. 8 26.85 

4. Connecticut Water s 32.48 

Average 
Median 

Current 
Dividend IDn)’ 

$ 0.87 
$ 0.66 
$ 0.66 
S 1.03 
$ 0.77 
$ 0.76 

Current 
Dividend 

Yield (DJPd‘ 
2.79% 
2.72% 
2.82% 
3.17% 
3.80% 
2.63% 

Average 
Annual 
Dividend 

Ydd 1DJP.)lf 
3.15% 
2.80% 
3.36% 
3.62% 
3.96% 
2.95% 

3.02% 3.31% 
2 83% 3.26% 

’ Yahoo F n a m  60 day aver- of Sock p r e s  as of Octobm 2.2014 
Averas AM& Divtdend IS dwldends dedared p~ share br a year dwded bythe averap annual prce of the dock In the Same year 
expreod as a percertage For comparson purposes only 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

Utility Source, LLC 
Discounted Cash Flow Analysis 

DCF Constant Growth 

111 1-21 

Expected 
Dividend Dividend 

Yield IDJPd’ 

DCF ~ Past and Future Growth 3.02% 3.20% 

DCF - Future Growth 3.02% 3.20% 

Average 

Median 

3.02% 3.20% 

3.02% 3.20% 

131 

Growth Cq) 

5.94% 

5.71% + 

5.82% 

5.82% 

1 Spot Dividend Yield = WIW. See Rebuttal Schedule D-4.7. 

’ Growlh rate (a). Average of Past and Future Gmwth. See Rebuttal Schedule D-4.4. column 7 
‘ Growth rate (9). Average of Analyst Estimates Future GrowVI. See Rebuttal Schedule 04.6. 

Expected DMdend Yield = DJP0 = DdPa * (l+g). 

Exhibit 
Rebuttal Schedule 04 .8  
Winess: Bourassa 

141 
Indicated 
cost Of 

Equity 

0 
k=DN Yld + g 

9.1% 

8.9% 

9.0% 

9.0% 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 

20 

Utility Source, LLC 
Market Betas 

Exhibit 
Rebuttal Schedule D4.9 
Mness:  Bourassa 

ComDanv 
1. American States 
2. Aqua America 
3. California Water 
4. Connecticut Water 
5. Middlesex 
6. SJWCOrp. 

Average 

Beta (13)' 
0.70 
0.70 
0.70 
0.65 
0.70 
0.85 

0.72 

' value Lne hestment Anaeer m a  [AUQ 5.2013) 
Note Beta is a rdatwe measureof the hstorcalsensnivlly of a dock's prrx, lo overall fluduatons 
in lhe New York St& Exchange Corrposde Index A Beta of 1 50 ndcales a stock tendsto r(sB 
(or fall) 50% mwe than the New Yolk St& Excharge Conposde Index The 'Beta coeficenr is 
darwad from a regreston analysis d the rektwnshp belwenweakly percent-agechanges u1 the 
prlce of a dock and ueekly perUrnege chmges n the NYSE lrdex over a p ~ o d  of five years In 
the case d shorbr prrs hslores a smaller trna perod IS used. bu( two years is theminimum 
The Betas are adpsled fu lher bng-temtendeno/ to converge twrrd 1 00 



Utility Source, LLC 
Forecasts of Long-Term Interest Rates 

Exhibit 
Rebuttal Schedule D-4.10 
Wltness: Bourassa 

Line 
No 

1 
- 

Average 
AUP-14 Averacre 

3.20% 4.10% 4.70% 4.40% 

3.20% ’ 3.90% 4.40% ’ 4.20% 

4.30% 

2 
3 
4 DeSUiDtiOn 
5 
6 Blue Chip Consensus Forecasts’ 
7 
8 Value Line’ 
9 
10 Average 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

’ Federal Resaw MontNy Average 30 Year U.S. Treasury 

’ Value Lire Puaflerv forecas!. datd Augus4 22.2014, Lmg-lerm Treasuy 
June 2014and Septernbet 2014 Blue Chp Fbancial Forecasts consamus Imp-term forecast of30 Year U.S.Treasury 



Line 
- No 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 

&I& 

Feb 
Mar 
April 
May 
June 
July 
Aug 
Sept 
ocl 
NOV 
DIX 201 3 
Jan 2014 
Feb 
Mar 
Apr 
May 

A w  

June 
July 

Recommended 

Short-term Trends 
Recent Twelve Months Avg 
Recent Nine Months Avg 
Recent Six Months Avg 
Recent Three Months Avp 

Utility Source. LLC 
ComputPtlon of Current Market Rlsk Pmmlum 

Exhibit 
Rebuttal Schedule D4.11 
Witness: Bourassa 

Expected 
Dividend Dividend 

Yield IDJPJ’ Yield (DJPd‘ + Growth (0)’ = 
2.01% 2.21% 
2.01% 2.20% 
1.98% 2.16% 
2.01% 2.20% 
2.14% 2.34% 
2.02% 2.21% 
2.14% 2.34% 
2.10% 2.30% 
2.00% 2.19% 
1.99% 2.18% 
1.93% 2.11% 
2.01% 2.21% 
2.01% 2.20% 
2.01% 2.20% 
1.98% 2.16% 
2.01% 2.20% 
1 .98OA . 2.16% 
2.05% 2 24% 
2.01% 2 20% 

2 01% 2.20% 

2.01% 2.20% 
2.00% 2.19% 
2.01% 2.19% 
2.01% 2.20% 

t 

+ 
+ 
+ 
t 

+ 
t 
+ 
+ 
+ 
+ 
+ 
+ 
+ 
+ 
+ 
+ 
+ 
+ 

+ 

+ 
+ 
+ 

9.83% 
9.83% 
9.33% 
9.50% 
9.50% 
9.50% 
9.50% 
9.50% 
9.50% 
9.50% 
9.50% 
9.83% 
9.50% 
9.50% 
9.50% 
9.42% 
9.33% 
9.50% 
9.50% 

9.44% 

9.51% 
9.51% 
9.46% 
9.44% 

EXpecled 
Market 

Relum-  
12.04% ~ 

12.04% - 
11.49% - 
11.70% . 
11.84% - 
11.71% - 
11.84% - 
11.80% - 
11.69% - 
11.68% - 
11.61% - 
12.04% - 
11.70% ~ 

11.70% - 
11 66% - 
11.62% - 
11.50% ~ 

11 74% - 
11.70% - 

11 65% - 

11.70% - 
11.70% - 
11.65% - 
11.85% - 

Monthly Average 
3 O ~ e a r  

Treasuw Rate‘ 
3.17Oh 
3.16% 
2.93% 
3.11% 
3.40% 
3.61% 
3.76% 
3.79% 
3.68% 
3.8W 
3.89% 
3.77% 
3.66% 
3.62% 
3.52% 
3.39% 
3.42% 
3.33% 
3.20% 

3.32% 

3.59% 
3.53% 
3.41% 
3.32% 

Market 
Risk 

Premium (MRP) 
8.87% 
8.88% 
8.56% 
8.59% 
8.44% 
8.10% 
8.08% 
8.01% 
8.01% 
7.88% 
7.72% 
8.27% 
8.04% 
8.08% 
8.14%0 
8.23% 
8.08% 
8.41% 
8.50% 

8.33% 

8.11% 
8.16% 
8.24% 
8.33% 

Notes: 
’ Median Dividend Yield (Ddp.) of dividend paying stocks. Data from Value Line Investment Analyzer Software Data (monthly) - Value Line 1700 Stocks 
’ Expected Dividend Yield (D,IP,) equals current average dividend yield (DP,) times one plus growth rale(g). 
’ Median of Projected EPS. Projected DPS Growth and Projeded BV Growlh for VL 1700 stocks. Data from Value Line Investment Analyzer Software. 
‘Monthly average 30 year U.S. Treasury. Federal Reserve. 



Utility Source, LLC 
Traditional Capital Asset Pricing Model (CAPM) 

Exhibit 
Rebuttal Schedule D4.12 
Witness: Bourassa 

Line 
- No 

1 
2 
3 
4 
5 
6 
7 Average 
8 
9 Median 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

Historical Market Risk Premium CAPM 

Current Market Risk Premium CAPM 

' ForRasts of longterm treasuryyields See Rebulal Schedule D-4 10 

' HtstorYal Market Risk Premium from (Rp) MornngSIa SEBl ZD14Class1c Yearbmk Tab& 11-5 Lug-Horton ERP 1925-2013 
' Cowutedurmg DCF carslant p w l h  method todetermne cwent markel retun mWue Lrm 17W ?locks 

Value Lne Investment Amber daa See Rebulal ScheduS 04 9 

ard CAPM wtth belad 1 Dto compute Current W e t  Rsk Premium (Rp) See RPullal Schedule 0-4 11 

Rf' + betaL + = k 

4.30% + 0.72 x 6.70% ' + = 9.1% 

4.30% + 0.72 x 8.33% ' + = 10.3% 

9 7% 

9.7% 

I ._ . 



Utlllty Source, LLC 
COST OF EQUITY (COE) USING RISK PREMIUM BUlL5UP M E R 1 0  
Bared M Duff and P M p  Risk Pnmium Study Data 

1 AmerKan Stales 
2 Aqua America 
3 Califom Water 

CmtaLX 

ConnecIkul water 
5 Mddleser 
6 SJW COm 

4 

Exhibit 
R h 4 t 1 N  Schedule D.4.13 
wimsss Bovraaaa 

M*arursr of size 
( M W d  

MV Book 5 Yr Avo. Tofal 5 Yr Avg. 

SxlUM AWR S %91 S 9 9 2  5 %17 S-81 S 141 
WTR S 4.195 $ 1.535 S 5 . m  S 155 S 4.859 S 430 
cwl S 1.098 $ 598 $ 1.522 f 42 I 1.996 S 146 

CTWS 5 359 S 197 S 534 S 13 5 579 5 28 
MSEX I 317 S 189 S 447 S 14 S 582 S 39 
SJW 5 544 S 322 S 879 S 21 S 1.087 5 87 

UtlllIY scwcs. LLC Rawma NA S 3 7  NA $ (02) $ 111 S 0 4  

’ Fmm Zacks lnveslmenl Research data 
’ Fmm Zackr Investme* Research From E-1 for subject ulihty 
’ Nel l m m e  From Zackr lnvesfmenl Research and Cmpany ACC repats 

Net Income Data IS rnLons)  

American Slales 
Aqua Arnenca 
Cahtorma Water 
Connecticut Walef 
Middlesex 
s)w corp 

-1 ~ Z o l z Z p l l r n  
$ 627 S 540 $ 459 S 332 S AWR 
S 2050 $ 1970 I 1431 S 1240 $ WTR 

CWT $ 473 S 490 S 377 I 377 S 
$ 183 f 140 t 113 S 9 8  5 CTWS 
$ 168 f 140 I 134 5 143 S MSEX 
$ 2 3 5  S 220 S 209 S 244 S SJW 

Mduy Source U C  (0 15) (0 13) (0 19) (0 18) 

Net l w m e  data for publicly Iraded water utlll(ler fmm taas lnvestmsnt Research a d w  Yuloo Rr!an€a 

‘ Eammgr before InlerssC Taxes. Cmpmialii and A m a b m h  (EBITDA) Fmm Z a d r  Investment Research and Company ACC repats 

? p 1 z z p i 2  s 161.0 s 154.0 s Y 3 . 3  s 9 4 . 4  f 
ariw 

AWR 

CWT 
CTWS 
MSEX 
u w  

WTR s 424.3 s 439.0 s 397.8 t 473.1 s 
S 155.0 S 151.0 S 143.3 $ 155.7 S 
S 43.4 S 30.0 S 24.2 S 22.5 S 
S 42.1 S 39.0 S 34.6 S 43.3 S 
t 91.4 s 80.0 s 87.1 s 75.4 s 

vtlllty source. u c  s (00) s 0 0  s (00) (001) 

EQlTDA data for publicly lradsd M e r  utdtbes hum Zsckt  Investment Research andlor Y.hO0 F l w M  
EBITDA dale tor subpcl uullty from E-1 andfor ACC npmr 

?.mAYm!a 
29.5 s 45 1 

1044 I 1547 
406 5 424 
1 0 2  5 127 
100 S 137 
152 f 212 

(0 15) S (02) 

4152 S 4299 
1255 S 1481 
2 0 3 s  281 
346 I 387 
935 $ 875 

002 0 42 



Utility Source, LLC 
COST OF EQUITY (COE) UUNG RISK PREMIUM BUILDUP METHOD 
Bued on Duff and phelps Risk Premium Study D.1. 

YRP,. Estimates Using CWIL Ptulpr 2M4 Valuation Handbook drta (Unlwandl 
Assums IW% Equdy and G% debt 
Dala Smootkng mlh R s p s ~ t o n  Anllysis 
Smoothd Premium (RP-..) - Constant + X Cdiciuvta * LoglR.l.v.nt M d r k j  

RP-h- E RP-d - We'W.'(BuMRPm, 
Where p. - unlovered pWnolio b& 

p. debt bnh assumed to be 0.1 
Wd - percentage d debt in capital vtruftum 
W. - percentage of equtly in upital a m u r e  
RP,., - levered realized rlsk pmmlum 

constant 
X Coelflcienl(s) 

!&us!lY 
1 Amencan Slates 
2 Aqua America 
3 California Water 

!&us!lY 
1 Amencan Slates 
2 Aqua America 
3 California Water 
4 CCOMCliCUi Water 
5 Mddlesex 
6SJWCwp 

Average (unlevered) 

Utllny saurc8. uc 

§YDm 
AWR 
W R  
C W  

CTWS 

MV 
E W Y  

19.089% 
-3.233% 

MV 
€.w& 
9.14% 
7.38% 
9.X% 
10.83% 

MSEX 11.M)% 
SJW 10.24% 

9 64% 

NA 

E W Y  
Fable G21 

18.048% 
-2.591% 

Book w 
9.07% 
779% 
8.85% 
10.10% 
10 15% 
8.55% 

8.25% 

14.57% 

Exhibit 
Re-l Schedule M . 1 4  
Wdnesr: Bourassa 

5Yr  Avg Tdal 
MVlC Netincome Asssls 

l B b ! L w C T a b l g c J I ~  

19463% 13783% 10027% 
-3243% -2623% 2051% 

MRP,. (unlemd) 
5YrAvg Total 

9 15% 843% 9 17% 
729% 802% 752% 
914% 949% 862% 
1082% 1087% 1015% 
1067% 1078% 10 19% 
882% 1028% 937% 

95wb 981% 917% 

NA NMF 1504% 

MYG PJet~nCang AJrets 

5 Yr Avg 
EBlTDA 

flable Ggl 

. 15308% 
-2.736% 

5 Yr Avo. 
E B ( T D A & w ! ! a  
9.43% 9.23% 
8.10% 7.68% 
8.39% 9.13% 
11.35% 10.65% 
10.88% lo.=% 
10.W% 8.09% 

9.87% 9.54% 

16.34% 15.32% 



Utility source. u c  

6ued on ~ u f f  and rndp Risk Premium Study ~ a t a  

Unleverad PwtTilio Bet8 
(from 2014 Duff h Phelp Valuation H8ndbook. TJbls C) 

COST OF EWllY (COE) USiNG RISK PREMIUM BUILO-UP METHOD 

GiQUiRw 
1 American Stater 
2 Aqua Amenca 
3 Csiifania Waler 
4 C w n e d ~ ~ u l  Water 
5 Mddlesex 
6SIWCorp 

Average 

Ulilitv Source. LLC 

Exhibit 
Rabutt~l Sclmdule D4.15 
Witness: Banassa 

Unlevsnd pomolio Bet. (p.) 
flsMeCll pablsC2) ( i a b i e w  

AWR om om 095 0 %  097 0 95 0 %  
Svmbol 

WTR 
CWT 

CTWS 
MSEX 
SNV 

0 87 089 086 088 083 0 82 OW 
098 Om 095 095 094 096 096 
0 %  098 097 O S 7  O S 9  1 03 098 
096 100 098 097 099 099 098 
098 09E 098 099 097 0 95 098 

0 %  0 %  095 095 095 0 95 095 

NA 098 NA 101 I 0 5  1 03 102 



Utility Source. LLC 
COSTOF EWtN ICOE) USING RISK PREMIUM BUILD-UP METHOD 
Based on Duffand P M p s  Risk Premium Study Data 

MRP Estimates Using DUn a Phelps 2014 Valuation Handbook data (Relevered) 
Relevered Realized Risk Premium 
RPc+.vsd * RPu,- W4W’IPu$aW’,n* 
Where a - u n l e v s d  pomdio M a  

p, - debt M a .  assumed to b. 0.1 
W. =percentage d debt in capital structure 
W. - pe.mntaOe ol equity in upital  i t ~ d ~ n  
RPM-, = udevered miired risk premium from Table 2 
RP,, - pnerai equity risk premium f o r t h  mrkd since 1963. 

timEw 
1 Amencan Staler 
2 Aqua Amcnca 
3 Califomla Water 
4 Ccmneciicut Water 
5 Middleru 
6 SJW Cup. 

Average MRP (Relevered) 

utlllty sowca. LLC 

s v m b o l m  
AWR 27.4% 
WTR 35.0% 
cwl 38.9% 

CTWS 48.7% 
MSEX 40.9% 
SJW 81.5% 

42.06% 

0.009b 

MV 
€Qw 
10 27% 
8 70% 
10 94% 
12 8891 
12 72% 
12 804c 

11 40% 

NA 

MRP,. (Rdevemd) 
Book 5 Yr Avo. 

&&!y Mlncoms 
10.22% 10.29% 10.57% 
9.15% 880% 9.38% 
10.49% 10.76% 11 11% 
12.20% 12.69% 12.94% 
11.85% 12.63% 12.53% 
12.20% 12.57% 12.97% 

11.04% 11.28% 11.58% 

14.57% NA NMF 

Exhibit 
Rebultal Schedule D 4  16 
Witness Bourassa 

Total 
&& 
10.33% 
E.77% 
10.22% 
12 27% 
11.97% 
i$m% 

10 93% 

15 04% 

5 Yr Avo 

10 57% 
9 34% 
11 02% 
13 56% 
12 75% 
12 56% 

11 63% 

16 34% 

&9.ssls 
10 37% 
8 98% 
10 76% 
12 76% 
12 42% 
12 53% 

11 31% 

15 32% 



Ulilily Sourcs. U C  
COST OF EOUIM (COE) USING RISK PREMIUM BUILDUP METHOD 
Eased on Dunand Phelps Risk Premium Study D8la 

E w i k  Risk Premium Adiustmsnt and Other met arisr used In Eulldur, Method 

1 7 )  Estmate of Cwrenl Markel Risk Premium (RP-) 
121 Risk Premium Assumed m Cuff8 Phew Sludy (196%2013)’ 
(31 Equity Rrh Premum Ad@menl fill. (21) 
(41 Average MRP (reieveted) lor plblcly (RM water m p n ~ s  (from Rsbunsl Schedrle 0-4 16) 
(51 MRP (rehered) for publicly traded water compsrrer (RP,) (131 + I4D 

(61 Eqolly Risk Premlum Adpstmenl((31) 
pI Average MRP (remered) for sutqecl UttGty ccinpany (hun Table C-4 16) 
[e] MRP (rebered) lor subpn ulllcty company (RP,) ((61 + I7Q 

(91 k!duslry Risk Premium (From Duff 6 Phelps for SIC 494 Wafer Supply Industry Erhrbll5-7) 
[lo] Adjustment Fmor Io Industry Risk Premium U2] I 6  %%‘I 
(111 Adjusled Industry Risk Premium (e) ((91 x (101) 

112) Risk Fraa Rate I&]’ 

’ Frcm D M  8 Phelpa 2014 valuatlm Handbook 
’ Yield on 20 Yr U S Treasuy September 30, 2014 (Federal Resarve) 

Exhlbil 
Rebu(t.1 Schdvle D-4.17 
w m s s :  0oursrsa 

s.om( c<<<cwenl muand Pb#S #awmnmm,w 
490% 
0 10% 

11 31% 
11 41% 

0 10% 
15 32% 
I S  42% 

-4.24% 
0 7184 
-3.05% 

2.98% 



utility Source, LLC 
COST OF EQUITY (COE) USNG RISK PREMIUM BUILDUP METHOD 
Eased on Dun and phelpr Risk P m i u m  Study Data 

Cost of Esuily (COO Estimate usina Build-uv Method 

E(RJ = R, + RP,. + RPI + RP. 
W h m :  

E(&) = Expected (indicaled) m e  of mlum 
Rf = Risk-fme rate of raturn. Sn Reb~6tnrl k h d u k  D4.17. 
RPm+r - Market risk premium including size premium. Sn Rebultal Schdule D4.16. 
RR I Industry risk prwnhn, (adjusted). Sua Rebuttal Sckadula -17. 
RPu- Company-sp&ilic risk premium 

s&RB!!x 
1 Amencan Stater 
2 Aqua Amenca 
3 Califmle Water 
4 Connecticut Water 
5 Middlesex 
8 SJW Corp 

Average COE esumate 
Median COE Estimate 

utllny source. LLC 

%E? 
WTR 
CWT 

CTWS 
MSEX 
SJW 

Exhibit 
Rebuttal Schsdule 04.18 
Witness Bwrassa 

Samp4e 
PUMidy Tmded 

water 
ytriitv Source. LLC 

R- 205% 298% 

WI - -305% -305% 
RP. = 00096 o m  

RP,- SeeSchedD-416 

lndlmted COE E(&) 
MV Bc& 5YrAvp Total SYrAvp 

E n v l v E 9 ! & u  - A s s &  
1033% 1026% 1032% 1037% %% %% 
8 73% 
10.97% 
12.91% 
12.78% 
12 93% 

11 44% 
11 87% 

NA 

9.18% 
10.52% 
12.23% 
11.98% 
12 24% 

11.07% 
11.25% 

14.60% 

8.63% 
10.80% 
12.73% 
12.86% 
12.80% 

11.29% 
11.70% 

NA 

9.39% 
11.15% 
1238% 
12.56% 
13.00% 

11.6j% 
11.85% 

NMF 

8.80% 
10.25% 
12 31% 
12 00% 
12 03% 

10.98% 
11 19% 

15 08% 

9.37% 
ll.W% 
13.60% 
12.78% 
12.59% 

11 87% 
11.83% 

16 37% 

9.02% 
10.79% 
12.79% 
12.46% 
12 57% 

11 34% 
11 63% 

15 35% 
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Line 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
10 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
54 
35 
36 
37 
38 
39 
40 
41 

Ik 

Mid-Cap Companies2 

Lowcap ~ompanies' 

Micro-Cap Companies' 

Dede lo5 

Utility Source, LLC 
stze Premtum' 

Estimated Risk Premium for small water uliliies' 

S i e  
Be(a0 Premium 

1.19 1.51% 

1.30 2.31% 

1.43 4 . 3 6 O h  

1.48 6.63Oh 

Exhlbit 
TJBCOC-RE1 
Mness: Bwrassa 

Risk 
Premium 

for Smal Water Uilltes ... 7 

3.77% 

Risk 
Premium 

for Small Water Utilities 

0.99% 

' Data from TeMe 7-10 of Mormngstar. lbbobon sB81'2013 Valuation Y e a w k  

' Low-Cap companies includes companies with man(et c a p l a l i i  between $514 mldion and $1.909 million. 
' Micm-Cap companies M u d e s  companies with merkel cap+wization less than $514 milion. 
' Dedle 10 lnc*des companies with market capitalization between $1.14 milion and $254 million. 
' From Table 2. Thomas M. Zepp. "Utility Slod~r and the Sue Effect Revisited.' The Cuarterfy Review 

' Computed as the weighted differences between the DO& 10 risk premium and the inidcstsd risk premiums 

Mid-Cap companws indudes companies with market capitalization between $1.912 million and $7.687 mrlion. 

ofEconomksandFimncs.43 (2003). 57E582. 

for tha sample walar ullities as shown below E x d W  risk due to differences In beta. 

Markel Cap. Si20 DiRnce W M d  
lLQedLnm M m m  

1. American Slaler I 1.191 Lw-Cap 2.31% 4.37% 0.1-7 0.77% 
2. Aqua Amerra I 4.195 Mi-Cap 1.51% 6.12% 0.155666667 0.85% 
3. Caliromm Water I 1.0% Lw-Cap 2.31% 4.32?4 0.166866667 0.72% 
4. ConnedicyI Wale1 I 359 MkroCap 4.36% 227% 0.1-7 0.38% 
5 Middosex $ 317 hliclc-Cap 426% 2.21% 0.165565667 0.38% 
6. SJWCow. $ 544 Low-Cap 2.31% 4.22% 0.1-7 0.72% 

Amrage 286% Wphtd Size Pmm. for S m I  Wiiies 3.77% 
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I. GENERAL INFORMATION AND POSITIONS 

Q. Please state your name and your role in this matter. 

A. Lonnie McCleve. I am an owner of Utility Source, LLC (“Company”). I oversee 

the Company. Typically, the day to day operations are handled by the Company’s office 

manager and system manager, but they keep me informed regarding significant issues. 

The Company’s other owner, Gary Bulechek, will sometimes oversee certain projects an 

he will keep me informed as to those undertakings as well. I have held this position sinci 

the Company was granted a CC&N in 2005. I have also developed several properties 

over time, including Flagstaff Meadows, which is served by the Company. 

Q. What is the purpose of your testimony? 

A. I am commenting on the non-financial issues raised by Staff and the interveners, . 

will focus on those issues where the Company has a contrary view to those expressed by 

Staff or an intervener. 

11. 

Q. 
block wall around Well 2 and install a functioning gate. Does the Company agree 
with this recommendation? 

A. 

have a fence, wall, or some type of enclosure to keep people away from the well. The 

Company understands this requirement and agrees to finish the work. However, based or 

our experience, we know the county may have specific requirements as to what type of 

structure is built and where it is located. All we ask is that the recommendation be 

worded so we are required to build a structure that complies with the enclosure rule, but 

RESPONSE TO CERTAIN STAFF POSITIONS 

Staff’s engineer recommended that the Company finish constructing the 

The Company understands that it has to have site control of the well and needs to 

2 
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leave some flexibility to enable the Company to build a cost-effective structure. 

Q. 
Staff. Does the Company agree with this recommendation? 

A. 

BMPs. Our understanding is that BMPs are usually adopted when water loss is high. 

Here, the Company's water loss is around 5%, which is very good for a small water 

company. So there is no need for BMPs. Further, if BMPs are required, then the 

Company should be able to select which ones are most appropriate rather than Staff 

dictating those to apply. 

Q. 
get Commission approval to sell Deep Well 4. Does the Company agree with this 
recommendation? 

4. 

Q. 
for construction of a new well. Does the Company agree with this recommendation: 

Staff's engineer recommended that the Company adopt five BMPs selected b 

No. The Company understands that the Commission no longer routinely requires 

Regarding Deep Well 4, Staff recommends that the Company be required to 

The Company has no intention of selling Deep Well 4, so this is not an issue. 

Staff also recommends that the Company cannot require a developer to pay 

4. No. Neither the Company nor Staff knows what a developer may plan. A 

ieveloper may want to construct a planned community where the demand is beyond the 

:urrent capacity of the Company system. In such a case, it might be prudent to have the 

leveloper pay for another well. 

Q. 
ireatment plant mixed media filter. Does the Company agree with this 
-ecommendation? 

9. 

which should be less than $10,000. To be clear, the plant meets the effluent standards for 

xoducing irrigation water without this equipment being operational. 

Staffs engineer recommends that the Company repair the wastewater 

The Company accepts this recommendation, provided the costs are reasonable, 
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Q. 
built. 

A. 

was selling bulk water from a fire hydrant, primarily to contractors and commercial users 

Coconino County staff approached the Company and said it would no longer allow the 

Company to operate in this manner and would need to build a loading station. Put 

another way, the Company built the new load station to comply with the County rules anc 

Discuss Staffs testimony regarding the standpipe that the Company has 

My partner, Gary Bulechek, was the point person on this project. The Company 

staff comments. 

During this time, the Company was making approximately $3,500 a year from 

bulk water sales through the hydrant. The Company had no intention of making this an 

expensive building project. But by the time we hired an engineer, followed his advice, 

and then had to make multiple improvements demanded by the County, we had spent 

around $50,000 and the project was still not complete. Gary and I decided it made 

economic sense to finish the project so that the costs expended could be recovered over 

time. 

As far as revenues, the Company believes it will generate more revenue than the 

$3,500 a year gained from sales through the fire hydrant. How much more is anyone’s 

guess. Staff seems to assert that the Company will sell 200,000 gallons every month, 

which is very improbable especially during the winter. The 200,000-gallon estimate is 

the maximum that could be served, not a projection of what will be served. Put another 

way, it is a peak demand estimate that might occur some year; not a monthly estimate 

[hat will occur every year. 
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Q. 
based upon its belief that the standpipe operation could generate $52,000 a year. Dc 
you agree with Staffs recommendation? 

A. 

time to recover our rate case expense by the time we have to file another case. The new 

rates will not be in effect for a year by the time we have another test year. Adding the 

cost of another rate case so soon would be a tremendous burden on the customers. If 

Staff is concerned about the Company over-earning, then it might be prudent to state that 

the Company needs to file another rate case if Company revenues exceed the revenue 

requirement by 10%. But to require a new rate case when we do not know the impact of 

the f i l l  station seems to build additional cost without a factual basis. My understanding i! 

the Commission usually requires a small water company to file for a rate case once every 

Staff recommends the Company file a new rate case with a 2015 test year 

No. First, this rate case will still be ongoing in 2015 and we will not have had 

five years, and we are fine with that approach. 

111. FIRE PROTECTION PLANT ISSUES 

Q. 
rate base and reliability. Please comment on those issues. 

4. 

xoperly included in rate base. The reliability issues have been resolved. This was 

:onfirmed by the local fire chiefl who noted that he understood that adequate repairs havc 

peen made. See Mark Sachara email dated July 29,2014 (enclosed in filing by Terry 

7allon). In 201 1, an electrical issue arose and was repaired in a reasonable time. 

aetween 20 12 and 20 13, there were mechanical issues that required repeated repair. A 

>oh repeatedly broke, even after upgrading the quality of the bolt twice. After the fourth 

The interveners raised concerns regarding fire protection plant ..iclusion in 

The Company has 34 fire hydrants. My understanding is that fire hydrants are 
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bolt, which was custom made with dense material, broke the Company had a machinist 

mill a retention system and that has solved the issue to date. Please note that the dates 

provided herein are more accurate than what was previously provided in the response to 

Nielsen’s data request 1.6. 

[V. RESPONSE TO NIELSEN ISSUES 

Q. 
Commission Decision 67446. Do you agree? 

4. 

with Decision 67446, ADWR, and ADEQ. The Commission adopted Staffs 

*ecommendation and found that the Company was in compliance and the performance 

iond held to ensure performance was released. 

Intervenor Nielsen argues that Utility Source is not in compliance with 

No. Decision 72261 acknowledged that Staff concluded the Company complied 

Nielson’s primary concern is the ownership of land. Right after Decision 7226 1 

vas issued, the Company instructed its attorney and engineer to transfer real property 

ights at issue to the Company. To secure compliance, the Company filed two deeds and 

wo easements transferring rights to the Company. The Company trusted its consultants 

o perform the task properly. If there are any discrepancies that were not previously 

esolved and that exist today, the Company will rectify them. The Company and its 

lwners fhlly intend to have the Company own the production wells that concern Nielson. 

One issue that needs to be addressed is the registration of the wells in the ADWR 

lata base. The Company is aware that several of its wells are still registered under other 

ntities and the Company will rectify this issue as soon as practical. 
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Q. 
reasons. Please comment on his position. 

Intervener Nielsen argues Deep Well 4 should not be in rate base for various 

A. The Company has not requested Deep Well 4 be included in rate base. While Mr 

Bulechek is in charge of this project, my understanding is that new source testing was 

perfonned on this well around 2005-06 and the water quality is good. This well is 

surrently offline, but it is our intention to begin using it in the near fbture. The Compan; 

IS going to file all finalization documents soon because the intent is to start using this we 

2s a production well for the system. 

3. 
Eoncerning water rates and the development of Flagstaff Meadows Unit 111 and the 
woposed Loves Travel Center. Please comment. 

Intervener Nielson seems to criticize comments you allegedly made 

2. I am familiar with the expenses necessary to run these utilities. On several 

xcasions, I have stated publicly that unless the community grows with new customers, 

itility rates could double. As demonstrated by our rate applications, as well as the 

inalysis by Staff and RUCO, my projection has proven accurate.. The Company would 

ike more customers to help spread the cost of operating the utilities. 

Q. Intervener Nielsen alleges either the Company or  its ownership has withheld 
nformation and documents relating to the period when the utilities were operated 
~y the property owners’ association. Please comment. 

i. The allegation is false. We turned over the records to the property owners’ 

ssociation years ago. The issues related to the property owners’ association operating 

he utilities and the rate base has already been addressed by the Commission. 

>. 
Smpire Builders. Do you have such an agreement? 

Nielsen also alleges that the Company has a line extension agreement wi th  

i. No. Nielsen is raising concerns about events that occurred approximately ten 
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years ago. do not recall that we executed a line extension agreement. Our attorney whc 

would have addressed this issue is retired and the Empire Builders’ project went 

bankrupt. We reviewed our files and did not find an extension agreement with Empire 

Builders or any entity associated with the development it proposed. On September 12, 

20 14, the Company responded to Nielsen’s second set of data requests by stating the 

Company does not have such agreements. 

Q. 

A. 

overbuilt either. 

Q. 
constructed. Is that true? 

A. 

methods, which worked better. 

Q. 
data requests relating to peak daily flows in March of 2012. 

A. 

month. 

Nielsen alleges the utilities are overbuilt. Do you agree? 

No. I would like to point out that Staffs engineer did not believe the systems are 

Nielsen alleges no hydrologist was consulted when Deep Wells 1 and 2 were 

No. When siting Deep Well 3, however, the hydrologist employed different 

Comment on Nielsen’s statements that the Company did not respond to his 

The Company staff read the meter. We do not know why the flow was higher tha1 

Q. 
A. 

Does this conclude your rebuttal testimony? 

Yes. 
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I. 

Q. 
A. 

Q* 
A. 

Q. 

A. 

Q- 
A. 

11. 

Q. 

A. 

INTRODUCTION AND QUALIFICATIONS. 

PLEASE STATE YOUR NAME AND ADDRESS. 

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive, 

Phoenix, Arizona 85029. 

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING? 

I am testifLing on behalf of the applicant, Utility Source, LLC (“USLLC” or the 

“Company”). USLLC is seeking changes in its rates and charges for water utility 

service in its certificated service area, which area is located in Yavapai County. 

HAVE YOU PREVIOUSLY SUBMITTED DIRECT AND REBUTTAL 

TESTIMONY IN THE INSTANT CASE? 

Yes, I have previously submitted direct and rebuttal testimony in support of the 

request for new rates in this docket. 

WHAT IS THE PURPOSE OF THIS REJOINDER TESTIMONY? 

To respond to the surrebuttal filings by Staff and RUCO relating to rate base, 

income statement and rate design for USLLC. In a second, separate volume of my 

rejoinder testimony, I will provide responses to Staff and RUCO on the cost of 

capital, the rate of return applied to the fair value rate base, and the determination 

of operating income. 

SUMMARY OF USLLC’S REJOINDER POSITION. 

WHAT ARE THE REVENUE INCREASES FOR THE WATER AND 

WASTEWATER DIVISIONS THAT THE COMPANY IS PROPOSING IN 

THIS REJOINDER TESTIMONY? 

For the water division, the Company proposes a total revenue requirement of 

$432,967, which constitutes an increase in revenue of $226,783, or 109.99 percent 

over adjusted test year revenues. For the wastewater division, the Company 

1 
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A. 

Q. 

A. 

proposes a total revenue requirement of $328,900 which constitutes an increase in 

revenues of $209,436 or 175.3 1 percent over adjusted test year revenues. 

HOW DO THESE COMPARE WITH THE COMPANY’S REBUTTAL 

FILING? 

The total revenue requirement and required rate increase is slightly less for the 

water division. This is because the Company has adopted RUCO’s recommended 

adjustment to water testing expense which results in about a $1,100 reduction to 

expenses. The total revenue requirement and required rate increase is the same for 

the wastewater division. The Company continues to recommend an 11 .O percent 

return on equity. Based on a capital structure consisting of 100 percent equity and 

0 percent debt, the Company recommends a weighted cost of capital and return on 

its fair value rate base (“FVRB”) of 11.0 percent. I discuss the Company’s 

proposed return on equity, cost of debt, and capital structure in my separate 

rejoinder cost of capital testimony. 

WHAT ARE THE PROPOSED REVENUE REQUIREMENTS AND RATE 

INCREASES FOR THE COMPANY, STAFF, AND RUCO AT THIS STAGE 

OF THE PROCEEDING? 

For the water division, the proposed revenue requirements and proposed rate 

increases are as follows: 

Revenue Requirement Revenue Incr. % Increase 

Company Rebuttal $432,967 $226,783 109.99% 

Staff $4 12,100 $206,184 99.87% 

RUCO $342,275 $136,09 1 66.00% 

Company Rejoinder $43 1,858 $225,674 109.45% 

For the wastewater division, the proposed revenue requirements and 
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111. 

Q* 

A. 

Q* 

A. 

proposed rate increases are as follows: 

Revenue Requirement 

Company Rebuttal $328,900 

Staff $3 16,668 

RUCO $279,524 

Company Rejoinder $328,900 

Revenue Incr. % Increase 

$209,436 , 175.31% 

$197,204 165.07% 

$160,060 133.98% 

$209,436 175.31% 

RATE BASE 

A. Water Division Rate Base. 

WOULD YOU PLEASE IDENTIFY THE PARTIES’ RESPECTIVE RATE 

BASE RECOMMENDATIONS FOR THE WATER DIVISION? 

Yes, for the water division the rate base proposed by the parties proposing a rate 

base in the case, the Company, Staff and RUCO, are as follows: 

OCRB FVRl3 

Company Rebuttal $1,575,194 $1,575,194 

Staff $1,604,879 $1,604,879 

RUCO $1,575,194 $1,575,194 

Company Rejoinder $1,575,194 $1,575,194 

WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED 

ORIGINAL COST RATE BASE FOR THE WATER DIVISION? 

Yes. The Company’s rejoinder rate base adjustments to the water division’s 

OCRB are detailed on rejoinder schedules B-2, pages 3 through 6. Rejoinder 

Schedule B-2, page 1 and 2, summarize the Company’s proposed adjustments and 

the rejoinder OCRB. The Company is not proposing any changes or additional 

adjustments to the water division rate base. The Company’s rejoinder adjustments 

are the same as the Company’s rebuttal adjustments. 
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A. 

Q* 

A. 

Q. 

A. 

1. Remaining Issues in Dispute. 

a. Accumulated Depreciation (AD). 

PLEASE DISCUSS THE DISAGREEMENT BETWEEN STAFF AND THE 

COMPANY REGARDING THE ACCUMULATED DEPRECIATIOn 

BALANCE? 

The Company proposes an A/D balance of $716,486’ while Staff proposes an A/c 

balance of $667,13 12; a difference of $49,355. 

DID STAFF EXPLAIN WHY ITS ACCUMULATED DERPECIATIOh 

EXPENSE WAS LOWER? 

 NO.^ Since Staff did not explain why its A/D balance was lower, I reviewed thr 

Staff work papers and have found that the $49,354 difference represents ar 

additional year of depreciation related to Deep Well #4. In other words, Stafl 

removes an additional year of depreciation for Deep Well #4. 

DIDN’T THE COMPANY REMOVE ALL ACCUMULATED 

DEPRECIATION ON DEEP WELL #4 THROUGH THE END OF 2012 IN 

ITS DIRECT FILING? 

Yes.4 There is no reason that I can find for the removal of an additional full yea1 

of depreciation. Accordingly, The Commission should reject the Stafl 

recommended A/D balance. 

’ See USLLC Rejoinder Water Division Schedule B-2, page 2. 

’ See Surrebuttal Testimony of Jorn L. Keller (“Keller Sb.”) at 5. 
See Staff Surrebuttal Water Division Schedule JLK-W3. 

See USLLC Direct Water Division Schedule B-2, page 4. I .  

4 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1  

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Q. 

A. 

Q. 

A. 

Q. 

A. 

b. Accumulated Amortization on Contributions-in-aid ol 

Construction KIAC). 

PLEASE DISCUSS THE DISAGREEMENT BETWEEN STAFF AND THE 

COMPANY REGARDING THE ACCUMULATED AMORTIZATION 

BALANCE? 

The Company proposes an Accumulated Amortization (“A.A.”) balance oj 

$95,6705 while Staff proposes an A/D balance of $76.0016; a difference of 

$19,669. As I explained in my rebuttal testimony, the Company’s proposed A.A. 

balance was reconstructed according the typical and customary method used by 

both Staff and myself in the past.7 In the instant case, Staff has inexplicably 

changed its past practice of using the composite depreciation rate for each year for 

computing amortization and instead uses the prior test year composite depreciation 

rate. 

HAS STAFF EXPLAINED WHY IT IS USING AN AMORTIZATION 

METHOD INCONSISTENT WITH ITS PAST PRACTICES? 

No. 

HAS STAFF USED A DIFFERENT METHOD FOR COMPUTING 

ACCUMULATED AMORTIZATION FOR THE WASTEWATER 

DIVISION? 

Yes. Staff accepted the Company’s direct proposed A.A. balance for the 

wastewater division which was based upon the same method the Company used for 

its water division. So, the method used by Staff for re-computing the A.A. balance 

for the water division is inconsistent with the method used for the wastewater 

See USLLC Rejoinder Water Division Schedule B-2, page 2. 
See Staff Surrebuttal Water Division Schedule JLK-W6. 
’ See Rebuttal Testimony of Thomas J. Bourassa (“Bourassa Rb.”) at 7. 
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14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Q* 

A. 

Q. 

A. 

Q. 

A. 

Q. 

division. 

ARE THERE ANY REMAINING WATER DIVISION RATE BASE ISSUES 

BETWEEN THE PARTIES? 

No. 

B. Wastewater Division Rate Base. 

WOULD YOU PLEASE IDENTIFY THE PARTIES’ RESPECTIVE RATE 

BASE RECOMMENDATIONS FOR THE WATER DIVISION? 

Yes, for the water division the rate bases proposed by the parties in the case, the 

Company, Staff and RUCO, are as follows: 

OCRB FVRB 

Company Rebuttal $825,856 $825,856 

Staff $825,880 $825,880 

RUCO $825,856 $825,856 

Company Rejoinder $825,856 $825,856 

WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED 

ORIGINAL COST RATE BASE FOR THE WASTEWATER DIVISION? 

The Company’s rejoinder rate base adjustments to the wastewater division’s OCRB 
are detailed on rejoinder schedules €3-2, pages 3 through 6. Rejoinder Schedule B- 

2, page 1 and 2, summarize the Company’s proposed adjustments and the rejoinder 

OCRB. The Company is not proposing any changes or additional adjustments to 

the wastewater division rate base. The Company’s rejoinder adjustments are the 

same as the Company’s rebuttal adjustments. 

1. Remainiw Issues in Dispute. 

a. Accumulated Depreciation (A/D). 

PLEASE DJSCUSS THE DISAGREEMENT BETWEEN STAFF AND THE 

COMPANY REGARDING THE ACCUMULATED DEPRECIATION 
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11 
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16 
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26 

A. 

Q. 
A. 

Q* 

A. 

BALANCE? 

The Company proposes an A/D balance of $455,092* while Staff proposes an A/C 

balance of $455,0649; a difference of $28. 

WHAT IS THE CAUSE OF TH DIFFERENCE? 

The Company agreed with Staffs reclassification of $421 fkom account 390 - 

Ofice Furniture and Equipment to account 390.1 - Computers and Software.Ic 

These two accounts have depreciation rates of 6.67 percent and 20 percent, 

respectively. However, Staff did not adjust its A/D balance to reflect the change to 

the account balances. Accordingly, The Commission should reject the Stafi 

recommended A/D balance. 

b. Accumulated Amortization of Contributions in Aid of 

Construction (CIAC). 

PLEASE DISCUSS THE DISAGREEMENT BETWEEN STAFF AND THE 

COMPANY REGARDING THE ACCUMULATED AMORTIZATION 

BALANCE? 

The Company proposes an Accumulated Amortization (“A.A.”) balance of 

$86,715” while Staff proposes an A/D balance of $86,711 12; a difference of $4. 

This difference is the result of the change to the amortization rate for 2012 

stemming fiom the reclassification of plant as described above. , Staff did not 

adjust its A.A. balance to reflect the change to plant and the amortization rate. 

Accordingly, The Commission should reject the Staff recommended A.A. balance. 

* See USLLC Rejoinder Wastewater Division Schedule B-2, page 2. 
See Staff Surrebuttal Wastewater Division Schedule JLK-WW3. 

I o  See Bourassa Rb. at 8 and Staff Surrebuttal Wastewater Division Schedule JLK-WW4. 
I 1  See USLLC Rejoinder Schedule B-2, page 2. 
I *  See Staff Surrebuttal Schedule JLK-W6. 
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Q. 

A. 

IV. 

Q* 

A. 

Q. 

A. 

ARE THERE ANY REMAINING WASTEWATER DIVISION RATE BASE 

ISSUES BETWEEN THE PARTIES? 

No. 

INCOME STATEMENT. 

A. 

WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED 

ADJUSTMENTS TO REVENUES AND EXPENSES FOR THE WATER 

DIVISION AND IDENTIFY ANY ADJUSTMENTS YOU HAVE 

ACCEPTED FROM STAFF AND/OR RUCO? 

The Company rejoinder adjustments for the water division are detailed on 

Rejoinder Schedule C-2, pages 1- 12. The rejoinder income statement with 

adjustments is summarized on Rejoinder Schedule C-1, page 1-2. The Company 

is proposing one change to expenses described below. There are no other changes 

or additional adjustments to the wastewater division revenues andor expenses. 

The Company’s rejoinder adjustments to revenues andor expenses other than the 

one change are the same as the Company’s rebuttal adjustments. 

Water Division Revenue and Expenses. 

1. Water Testinp ExDense 

PLEASE DISCUSS THE COMPANY PROPOSED CHANGE TO WATER 

TESTING EXPENSE. 

As reflected in rejoinder adjustment number 5, the Company is adopting RUCO’s 

proposed water testing expense of $374.13 As explained by RUCO, the Company’s 

miscellaneous expense already includes the MAP testing cost totaling $1 ,096,14 

The MAP testing expense plus the $374 recommendation total $1,470 which 

l 3  See Surrebuttal Testtimony of Jeffery M. Michlik (“Michlik Sb.”) at 6.  
l4 Id. 
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12 

13 

14 

15 

16 

17 

18 

19 
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21 
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Q. 

A. 

Q* 

A. 

matches the Staff recommendation as set forth in Mr. Thompson’s direct testimonj 

(Table C). 

2. Remaining Issues In Dispute. 

a. Rate Case Expense 

PLEASE DISCUSS THE DIFFERENCES IN RATE CASE EXPENSE 

BETWEEN THE PARTIES. 

All of the parties are in agreement on the total level of rate case expense for tht 

water division of $50,000. The Company and Staff agree on a 3-year amortization 

period and a normalized annual expense of $16,667.15 RUCO on the other hana 

excludes rate case expense fiom operating expenses and proposes a surcharge oj 

$16,667 based upon a 3-year recovery period.I6 

IS A SURCHARGE RECOVERY APPROACH WARRANTED IN THIS 

CASE? 

No, for at least two reasons. First, the use of a surcharge recovery approach is 

rarely used. The problem with a surcharge recovery approach is that the Company 

will incur regulatory expense (compliance filings, etc.) between rate cases which 

are not reflected in the test year expenses. A normalized expense amount also 

makes more sense as it treats rate case expense like other expenses. Expenses in the 

fbture may be higher (or lower) than the adjusted test year level and the actual 

earnings which be lower (or higher) than the authorized level. Second, the 

Company has agreed to file for another rate case and the Company now agrees with 

Staff that the timing of another rate case should correspond to the amortization 

period. l7 

I s  Bourassa Rb. at 14. 
l6 Michlik Sb. at 18. 

Keller Sb. at 7. 

9 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Q* 

A. 

Q* 

A. 

Q. 

A. 

b. Income Tax Expense 

PLEASE DISCUSS THE DIFFERENCE IN THE PROPOSED INCOME 

TAXES BETWEEN THE PARTIES. 

The Company and Staff propose recovery of income taxes whereas RUCO doe5 

not.I8 Based upon current Commission policy, RUCO’s position should be 

rejected. 

B. 

WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED 

ADJUSTMENTS TO REVENUES AND EXPENSES FOR THE 

WASTEWATER DIVISION AND IDENTIFY ANY ADJUSTMENTS YOU 

HAVE ACCEPTED FROM STAFF AND/OR RUCO? 

The Company rejoinder adjustments for the wastewater division are detailed on 

Rejoinder Schedule C-2, pages 1 - 12. The rejoinder income statement with 

adjustments is summarized on Rejoinder Schedule C-1 page 1-2. The Company 

is not proposing any changes or additional adjustments to the wastewater division 

revenues andor expenses. The Company’s rejoinder adjustments to revenues 

andor expenses are the same as the Company’s rebuttal adjustments. 

Wastewater Division Revenue and Expenses. 

1. Remainiw Issues In Dispute. 

a. Rate Case Expense 

PLEASE DISCUSS THE DIFFERENCES IN RATE CASE EXPENSE 

BETWEEN THE PARTIES. 

All of the parties are in agreement on the total level of rate case expense for the 

water division of $50,000. The Company and Staff agree on a 3-year amortization 

period and a normalized annual expense of $16,667.19 RUCO on the other hand 

l 8  See Surrebuttal Testtimony of Jeffery M. Michlik (“Michlik Sb.”) at 8. 
Bourassa Rb. at 14. 
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Q* 

A. 

V. 

Q. 

A. 

excludes rate case expense fiom operating expenses and proposes a surcharge of 

$16,667 based upon a 3-year recovery period.*O I have previously discussed (ai 

page 9) why a 3-year amortization is appropriate in the instant case and will no1 

repeat that testimony here. 

b. Income Tax Expense 

PLEASE DISCUSS THE DIFFERENCE IN THE PROPOSED INCOME 

TAXES BETWEEN THE PARTIES. 

The Company and Staff propose recovery of income taxes whereas RUCO does 

not.2* Based upon current Commission policy, RUCO’s position should be 

rejected. 

RATE DESIGN (H SCHEDULES). 

A. Water Division. 

WHAT ARE THE COMPANY’S PROPOSED RATES FOR WATER 

SERVICE? 

The Company’s proposed rates are: 

MONTHLY SERVICE CHARGES 

5/8” x 314” Meter 

314” Meter 

1 ” Meter 

1 1/2” Meter 

2” Meter 

3” Meter 

4” Meter 

$ 40.61 

$ 40.61 

$ 100.52 

$203.04 

$324.86 

$649.72 

$1,015.19 

*’ Michlik Sb. at 18. 
*’  See Surrebuttal Testtimony of Jeffery M. Michlik (“Michlik Sb.”) at 8. 
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1; 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

6” Meter $2,030.38 
Gallons in minimum 

314” - Res. & Corn. 

1 ’’ Meter - Res. & Corn. 

1 1/” Meter - Res. & Com. 

2” Meter- Res. & Corn. 

3” Meter- Res. & Corn. 

4” Meter- Res. & Com. 

6” Meter- Res. & Corn. 

Irrigation Meters 

Standpipe/Bulk Water 

Construction Meters 

12 

COMMODITY RATES 

5/8”X3/4” -Res. & Corn 1 to4,OOO 

4,001 to 9,000 

Over 9,000 

1 to4,000 

4,001 to 9,000 

Over 9,000 

1 to27,OOO 

Over 27,000 

1 to 57,000 

Over 57,000 

1 to 94,000 

Over 94,000 

1 to 195,000 

Over 195,000 

1 to309,OOO 

Over 309,000 

1 to 615,000 

Over 6 15,000 

All gallons 

All gallons 

All gallons 

0 

$8.20 

$15.70 

$2 1.70 

$ 8.20 

$15.70 

$2 1.70 

$15.70 

$2 1.70 

$15.70 

$2 1.70 

$15.25 

$2 1.70 

$15.25 

$2 1.70 

$15.70 

$2 1.70 

$15.25 

$2 1.70 

$15.70 

$2 1.70 

$2 1.70 
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11 

l !  
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1: 

11 
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21 

2; 

22 

24 

25 

26 

Q. 

A. 

Q* 

A. 

Q. 

A. 

WHAT WILL BE THE 5/8X3/4 INCH RESIDENTIAL CUSTOMEN 

AVERAGE MONTHLY BILL UNDER THE NEW RATES? 

As shown on Schedule H-2, page 1, the average monthly bill under proposed rate: 

for a 3/4 inch residential customer using an average 4,123 gallons is $75.33 - 2 

$36.76 increase over the present monthly bill or a 95.27 percent increase. 

HAVE YOU MADE ANY CHANGES TO THE RATE DESIGN FROM THE 

REBUTTAL FILING? 

No. 

PLEASE COMMENT ON THE PROPOSED WATER RATE DESIGN OF 

STAFF. 

The Company continues to be concerned with the Staff rate design. The Staff rate 

design will lead to greater amounts of revenue erosion when conservation occurs as 

compared to the Company’s rate design. One reason for this higher revenue 

instability is that a greater portion of the revenue requirement is recovered via the  

commodity rates under the Staff rate design than the Company rate design. Under 

the Staffs design less than 37 percent of the revenue requirement is recovered 

from the monthly minimums whereas under the Company’s rate design about 40 

percent of the revenues are recovered fiom the monthly minimums. Another 

reason for the greater revenue stability is that under the Staff rate design more 

revenues are recovered fiom the higher commodity rates. About 47 percent of the 

revenue requirement is recovered from the two highest commodity rates under the 

Staff rate design while about 38 percent of the revenue requirement is recovered 

from the two highest commodity rates. When conservation occurs, the commodity 

revenues will decrease to a greater extent under the Staff rate design as compared 

to the Company rate design. 
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Q* 

A. 

Q. 

A. 

Q. 

A. 

Q* 

A. 

DO YOU HAVE SIMILAR REVENUE STABILITY CONCERNS WITH 

RUCO’S PROPOSED RATE DESIGN? 

Yes, RUCO’s rate design recovers about 36 percent of revenues from the month13 

minimums, which is significantly lower than the Company’s recovery at about 4( 

percent. Further, like the Staff rate design, a greater portion of the revenut 

requirement is recovered from the highest cost commodity rates. RUCO’s ratc 

design recovers about 40 percent of revenues from the two highest commodio 

rates. 

1. Other Tariff Changes. 

IS THERE ANY DISAGREEMENT BETWEEN THE COMPANY ANT) 

STAFF ON THE COMPANY’S PROPOSED METER AND SERVICE LINE 

INSTALLATION CHARGES? 

No, the Company and Staff are in agreement. 

IS THERE ANY DISAGREEMENT BETWEEN THE COMPANY AND 

STAFF ON THE COMPANY’S PROPOSED MISCELLANEOUS 

CHARGES? 

No. 

B. Wastewater Division. 

WHAT ARE THE COMPANY’S 

WASTEWATER SERVICE? 

The Company’s proposed rates are: 

MONTHLY CHARGE 

518” x 314” Meter 

314” Meter 

1 ” Meter 

1 112”Meter 

14 

PROPOSED RATES FOR 

$53.00 

$53.00 

!§ 132.50 

$265.00 
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Q. 

A. 

Q. 
A. 

Q. 

2” Meter 

3” Meter 

4” Meter 

6” Meter 

Rate per 1,000 gallons of water use: 

Residential 

Car washes, laundromats, commercial, manufacturing 

Hotels and motels 

Restaurants 

Industrial Laundries 

Waste Haulers 

Restaurant Grease 

Treatment Plant Sludge 

Mud Slump Waste 

$424.00 

$848.00 

$1,325.00 

$2,650.00 

$ 5.31 

$ 5.20 

$ 6.97 

$ 8.61 

$ 7.63 

$155.79 

$136.32 

$155.79 

$486.85 

WHAT WILL BE THE 3/4 INCH RESIDENTIAL CUSTOMER AVERAGE 

MONTHLY BILL UNDER THE NEW RATES? 

As shown on Schedule H-2, page 1, the average monthly bill under proposed rates 

for a 3/4 inch residential customer using an average 4,123 gallons is $74.91 - a 

$50.83 increase over the present monthly bill or a 21 1.13% increase. 

HAVE YOU MADE ANY CHANGES TO THE RATE DESIGN? 

No. 

PLEASE COMMENT ON THE PROPOSED WASTEWATER RATE 

DESIGN OF STAFF AND RUCO. 
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A. 

Q. 
A. 

Staff continues to propose a wastewater rate design that does not include a usagc 

charge for residential customers. The Company disagrees with the Staff ratt 

design because it does not distinguish between those customers who place mort 

demands on the wastewater system because they use more water andor becaust 

their wastewater is more costly to treat. 

RUCO continues to propose a wastewater rate design that does not include 

any monthly minimums. All of the wastewater revenues are recovered via usage 

charges. The Company disagrees with the RUCO rate design because it leads tc 

higher revenue instability and can lead to wide fluctuations in monthly revenues 

(seasonality). 

The Company also disagrees with the proposal to phase-in rates because the 

need for the rates as proposed has been established. Further, the Company needs 

the revenue at this time and delay will have adverse impacts on the Company. 

DOES THAT CONCLUDE YOUR REJOINDER TESTIMONY? 

Yes. 
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I I 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

U t i l i  Source. LLC -Water Division 
Test Year Ended December 31,2012 

Computation of Increase in Gross Revenue 
Requirements As Adjusted 

Fair Value Rate Base 

Adjusted Operating Income 

Current Rate of Return 

Required Operating Income 

Required Rate of Return 

Operating Income Deficiency 

Gross Revenue Conversion Factor 

Increase in Gross Revenue 
Requirement 

Adjusted Test Year Revenues 
Increase in Gross Revenue Revenue Requirement 
Proposed Revenue Requirement 
% Increase 

Customer 
Classification 
314 Inch Residential 
314 Inch Commercial 
2 Inch Commercial 
2 Inch Irrigation 

Bul WConstruction 

Revenue Annualiiation 
Subtotal 

Other Water Revenues 
Reconciling Arnwnt 
Rounding 
Total of Water Revenues 

41 SUPPORTlNG SCHEDULES: 
42 0-1 
43 c-1 
44 c-3 
45 H-1 

Exhibit 
Rejoinder Schedule A-1 
Page 1 
Waness: Bourassa 

0 1,575,194 

(5,009) 

-0.32% 

$ 173,271 

1 1 .OO% 

$ 178,280 

1.2658 

$ 225.674 

5 206.184 
$ 225.674 
$ 431,858 

109.45% 

Present Proposed Dollar Percent 
Increase Increase 

$ 159.301 $ 326,338 $ 167,038 104.86% 
322 810 489 152.01% 

38.120 89,670 51.550 135.23% 
1,776 3.898 2,122 119.50% 

3,841 110.29% 3,482 7,323 

Rates Rates - 

328 632 304 92.85% 
S 203.328 $ 428,672 $ 225.343 110.83% 

3,441 3,441 0.00% 
(585) (255) 330 -56.41% 

1 0.00% 
$ 206.184 $ 431,858 $ 225,674 109.45% 



Line 
No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 

- 

Utility Source. LLC -Water Division 
Test Year Ended December 31,2012 

Summary of Rate Base 

Gross Utility Plant in Service 
Less: Accumulated Depreciation 

Net Utility Plant in Service 

- Less: 
Advances in Aid of Construction 

Contributions in Aid of Construction 

Accumulated Amortization of ClAC 

Customer Meter Deposits 
Deferred Income Taxes 8 Credits 

- Plus: 
Unamortized Finance 

Prepayments 
Materials and Supplies 
Allowance for Working Capital 

Charges 

Total Rate Base 

Original Cost 
Rate base 

$ 2,496,640 
716,486 

$ 1,780,154 

294,745 

(95,670) 

5.885 

$ 1,575,194 

Exhibit 
Rejoinder Schedule B-1 
Page 1 
Witness: Bourassa 

Fair Value 
Rate Base 

$ 2,496,640 
716,486 

$ 1,780,154 

294,745 

(95,670) 

5,885 

$ 1,575,194 

SUPPORTING SCHEDULES: 
8-2 
8-3 
8-5 
E-1 



Utility Source. LLC -Water Division 
Test Year Ended December 31,2012 

Original Cost Rate Base Proforma Adjustments 

Exhibit 
Rejoinder Schedule B-2 
Page 1 
Witness: Bourassa 

Line 
- No. 
1 Gross Utility 
2 Plant in Service 
3 
4 Less: 

Adjusted 
at end 

of 
Test Year 

$ 2,496,640 

Rejoinder 
Adjusted 

at end 
Proforma of 

Adiustment Test Year 

$ 2,496,640 

5 
6 
7 
8 
9 
10 
1 1  
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

Accumulated 
Depreciation 726.406 

Net Utility Plant 
in Service $ 1,770,234 

Less: 
Advances in Aid of 

Construction 

Contributions in Aid of 
Construction - Gross 294,745 

Accumulated Amortization of ClAC 

Customer Meter Deposits 
Accumulated Deferred Income Tax 

24 
25 
26 Plus: 
27 Unamortized Finance 
28 Charges 
29 Prepayments 
30 Materials and Supplies 
31 Working capital 
32 
33 
34 Total 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 SUPPORTING SCHEDULES: 
46 8-2. pages 2 
47 E-1 
48 
49 
50 

$ 1,566,542 

(9.91 9) 716.486 

$ 1,780,154 

1,267 

0 

294,745 

(95,670) 

5,885 

$ 1,575,194 

RECAP SCHEDULES: 
E 1  



LlW 
No - 
I Gross UtiMy 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
1s 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Plant in Service 

L-6: 
Aewmulaled 
Depredation 

Net Wiily Plant 
in %Nice 

Less: 
AdvanceshAidof 

Ccnstnidian 

Contributbns in A d  of 
CmtrucDon ( C W )  

Accumulated h o t l  of ClAC 

C u s m e r  Meter Depasits 
AccumJaled Delened Inanne Tams 

S C I - F D W  
5 2 .  paws 3-5 
E-1 

UtilHy Source. LIE - Water Di*ion 
TsstYearEndedDeeemberJl. 2312 

OrQiral Coal Rate Base Rofm Adjustments 

mibit 
Repnder W d u l e  E2 
Page 2 
Wtlnesn: Bwrassa 

S 2.4%640 S 2.49tL640 

(9.919 716.436 726,416 

S 1.774234 S - s 9.919 s - 

294.745 

(96.938) 

5.885 

1.267 

5 - s  - f 1,784154 

294.745 

(95.670) 

5.885 

9 919 126 - s  - S 1,5?$194 s 1.586542s - $ , $ ( ,  7)$ 
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Y 
3 
4 
5 
6 
7 
8 
S 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 

28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
30 
40 
41 

2r 

Xl. 

01 CwanizalionCo.1 
02 FmnchiceCod 

i e I h u s V n  

303 Land and Land Riphls 

305 C o W i  and lmpaundno Res. 
306 
307 W b m d S p ~  
308 in(l(b.tion Gnhriss and Tunc48 
Jog Su(rpluMlliM 
310 Powr Generalion Equipment 
311 E b c m  Punping Equipinan( 
320 Walw Tmatnunl Eguipmcnl 

304 S~n8IndmpmMmentr 

Lak* Rivsr m n d  Ohm blwet 

320.1 wdr  TmabmnI P ( ~ D I  
320.2 Chsmiul Soluson Feeders 

330 1 Slonps lenkr 
330.2 Pressure Tanka 

330 Disl. Re8ervoim h Blendpipe 

331 Trans. and Ikrl. Mains 
333 SsNiwr 
334 Melen 
335 Hydnnla 
334 8 u k b  P ~ w n l m n  D a v h c  
339 Omsr Pknl and M k .  Equip. 
340 O t T i  Fwnilun and Fmros 

340.1 Computers aod Sohn 
341 Tmn8pomli i  Equipment 
342 SlomsEqdpmont 
343 Too* n d  Won Eguipnenl 
344 L.bomloryEq*pl*nt 
345 Povai O p e W  Equgnwnl 
346 Comnuniulions E p l i i n !  
347 MbwIbeO(N Equlpmsnl 

ucilily Soume. LLC .Water DM.lon 
le61 Year Ended December 31 2012 

Owns1 Coli1 Rala Bare Pmlorma Adwslmenlr 
Adpacnwnl Number 1 

plan(-mn.sa~ 

21o.wo 
72.907 

1.355.539 

09.125 
150.711 

5.481 

321.452 

161.632 
ffi.250 

34.500 

2.M7 

B t P 
inlal(on.yy 

Lefl 
Blrph 

2 1o.m 
72.007 

1.353.539 

89.125 
150,711 

5.487 

321.452 

161.632 
ffi.250 

34000 

2.947 

S 2.4p6.640 



3 
4 A d .  
5 &  
6 301 
7 302 
8 303 
9 3 0 4  
10 305 
11 306 
12 307 
13 308 
14 309 
15 310 
16 311 
17 320 
18 320.1 
19 320.2 
20 330 
21 330.1 
22 330.2 
23 331 
24 333 
25 334 
26 335 
27 336 
28 339 
29 340 
30 340.1 
31 341 
32 342 
33 343 
34 344 
35 345 
36 346 
37 347 
38 346 
39 
40 
41 
42 

Rewded Removed 
Ofginal Deep Well #4 

DescriDtion & 
Organizalion Cost 
Fanchlse Cost 
Land and Land Rights 210.000 
SINC~U~~S and Improvements 81.748 
Colleding and Impounding Res. 
Lake River and Other Intakes 
WeUs and Springs 2.831.982 
Infiltration Galleries and Tunnels 
Supply Mains 
Power Generation Equipment 
€ M e  Pumping Equipment 
We& Traa(men t Equipment 
WaIerTrealment Plant 
Chemical Solution Feeden 
Dist. Rerrervoin EL Sbndpipe 
storage tanks 
Pmwre Tanks 
Trans. and Dist. Mains 
Servlcss 
Meters 
Hydrants 
Badmow Prevenlion Devices 
Other Plant end Mise. Equip. 
Office Furniture and Fixlures 
Computers and Software 
Transponalion Equipment 
Slores Equipment 
Tools and Equipment 
Laboraloty Equipment 
P w r  Operated Equipment 
Communicalions Equipment 
Miscellaneous Equipment 
Olher Tangible Plant 
Plan1 Held for Future Use 

TOTALS 

43 SUPPORTING SCHF DULF 
44 
45 

0-2. pages 3.2 - 3.8 

89.125 
148.711 
5.487 

321.452 

161.632 
66.250 

34.500 

4.672 

cos(s 

(8.751 

(1.478.423) 

(1.7251 

Adjusted Plan1 
OriOinal Per 
cpg! Reconstruction- 

210.m 
72,991 

1.353.539 

87.400 
158.711 
5.487 

321,452 

161.832 
86.250 

34.sw 

4.672 

210.000 
72,997 

1,353,539 

87.400 
158.711 

5.487 

321.452 

181.832 
86.250 

4.672 

Utility Source. LLC  water Division 
TestYearEnded December31.2012 

Original Cost Rate Base Profonns Adjuslments 
MjuSbnent Number 1 ~A 

Lime 

1 BemaRation to Reconstructed Plant-in-Sewice 
2 

S 3,985,539 S (1.488.890) S 2,406,640 S 2.406.840 5 - 

Exhibit 
Rejoinder Schedule E 
P w  3.1 
wmess: Boutas58 







1.725 

2SSl 

6.261 

VHII Boy.- 

- nom0 

8 
9 
10 

11 
12 
13 
14 

1.m 

2.561 

E4.w 

4.413 
lO.839 

1A.l 

7.7% 

2M4 
2612 

seo 

2.071.?21 

.8.125 
lB.Il1 

5 . w  

m.ei 

147.m 
63250 

w.m 

2.m 



753.141 

I m.141 . 761,141 
m 101us 









Lie 
N!& 
2 
3 
4 
5 
6 
7 
8 
9 
10 
I I  
12 
13 
14 
IS 
16 
I?  
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
1 4  
35 
36 
37 
38 
39 
4 0  
41 
42 
43 
44 
45 
16 
47 
40 
49 
50 

ACU 

I A ! ? . ~  
301 Ggsnizamn Coil 
302 Franchise Coil 
303 Land and Land Ra@lr 
3M Slruclurer and Impmvemento 
305 Colleclmp and lmpoundinp Res. 
306 Lake River and Other hlakes 
307 Wells and Sprinw 
309 IrJdira*n Galkries and Tunnels 
309 SupphlMsinr 
310 PowrGenerslpn Equipmi  
311 EHIdrlc Pumping Equipmom 
320 M e r  Tmalmanl Equipment 

320.1 Walw Tmalmnt Plant 
320.2 Che-1 Solubn F.edwc 

330.1 Slorags tanks 
330.2 Pmrsum Tnks 
331 Inns. and Dist. Mains 
333 Sorviuc 
334 Mmlm 
335 nydnnla 
336 6 . c ~ ~  Pmwniion mvices 
339 Oltmr Plant and Mix,. Equip. 
340 OfbFm%R.ndF&tunr 

340.1 compu(urandS0ltmm 
341 Tmnapor(.lionEquipnunl 
342 StOmSEpuipmsnl 
343 Todr and Work E q u i p ~ ~ l  
W L8bomloyEpuipmenl 
345 Pam0pra1.d Equipment 
Ug Commurbbns Equipment 
347 Miswllanows Equipmonl 
348 Other Tan- Plan1 

330 Mlt. R.smvoI(I c standpipe 

TOTALS 

ACcUWlalM DopreciaWn p r  Books 

Increase (&crease) in Ascurnulaled Dcveua(lon 

Adprlmenl IO AcwrnUIaiea Depreusuon 

5 2 .  p.oec 4 I 
8-2. p-8 4 2 

20.662 

381.185 

37.145 
188.630 

1.553 

60.658 

25,457 
24.413 

5.805 

637 

(9.919) 

20.882 

381.185 

37.145 
158.711 

1.553 

60,658 

25,457 
24,413 

5,865 

837 

- S 718.486 - 5  7 s  - s  t 726.4m t (9,919) t 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 

9 
10 
11 
12 
13 
14 
15 
16 
17 

19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 

39 
40 
41 
42 

a 

l a  

3a 

Utility Source. LLC -Water DMsbn 
Test Year Ended December 31,2012 

Original Cost Rate Base Proforma Adjustments 
Adjusbnent Number 2 - A  

Exhibit 
Rejoinder Schedh B- 
Page 4.1 
Witness: Bourassa 

Acct. 
- No. 
301 
302 
303 
304 
305 
306 
307 
308 
309 
310 
31 1 
320 

320.1 
320.2 
330 

330.1 
330.2 
331 
333 
334 
335 
336 
339 
340 

340.1 
341 
342 
343 
344 
345 
346 
347 
348 

Pescriotion 
Organization Cost 
Franchise Cost 
Land and Land Rehts 
Structures and Improvements 
Collecting and lmpoundii Res. 
Lake River and Other Intakes 
Wells and Springs 
Infiltration Gallerias and Tunnels 

Power Generation Equipment 
Electric Pumping Equipment 
Water Treatment Equipment 
Water Treatment Plant 
Chemical Solution Feeders 
Dist. Reservoirs I Standpipe 
Storage tanks 
Pressure Tanks 
Traps. and Dist. Mains 
Services 
Meters 
Hydrants 
Backflow Prevention Devlces 
Other Plant and Mi=. Equip. 
office Furniture and FWures 
Computers and Software 
Transportation Equipment 
Stores Equipment 
Tools and Work Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communications Equipment 
Miscellaneous Equipment 
M e r  Tangible Plant 
Plant Held for Future U s e  

suppry M a i i  

TOTALS 

43 SUPPORTING SCHEDU LF 
44 6-2. pages 4.1 
45 8-2. pages 3.3 - 3.9 

Adjusted 
Accumulated 
permciation 

20,662 

381,185 

37,145 
168,630 

1.553 

60.658 

25.457 
24.413 

5,865 

837 

Adjusted 
Accumulated 
Pppreciation 

20,662 

381 ,185 

37,145 
168,630 

1.553 

60.658 

25.457 
24.413 

5.865 

837 

Accumulated 
Depreciation 

Per Plant 
Reconstruct ion 

20.662 

381.185 

37.145 
158.711 

1.553 

60.658 

25.457 
24.413 

5.865 

837 

Diiferem 

(9,919) 



Utility Source. LLC - Water Division 
Test Year Ended December 31,2012 

Original Cost Rate Base Proforma Adjustments 
Adjustment 3 

Exhibit 
Rejoinder Schedule 8-2 
Page 5.0 
Witness: Bourassa 

Contributions-in-Aiid of Construction ICIAC) and Accumulated Amortization 

Line 
No. 
1 
2 
3 
4 
5 
6 
7 
a 
9 increase (decrease) 
10 
11 
12 Adjustment to CIACIAA ClAC 
13 Label 
14 
15 
16 
17 
18 

- 

Computed balance at end of test year 

Adjusted balance at end of test year 

19 SUPPORTiNG SCHEDULES 
20 E-1 
21 l3-2, page 5.1 
22 
23 
24 
25 
26 
27 

29 
30 
31 
32 
33 
34 
35 
36 
37 

39 
40 

2a 

3a 

GfOSS 
ClAC 

$ 294,745 

$ 294,745 

$ 

9 
3a 

Accumulated 
Amortization 

$ 95,670 

$ 1,267 
3b 



Utility Source. LLC -Water oiririon 
Tea Year Ended December 31,2312 
Conlrbutonsn-ad of Construdm (CmC) 

Lne 
- No 

1 
2 
3 
4 
5 GmsClAC 
6 
7 AmoltuaIm Decsrm No 70140 
8 AmorteatlonRale 
9 AmOReatKm 
10 AEcumulaledPmcrbre(on 
11 
12 NalClAC 
13 
14 
15 
16 
17 
18 
19 
20 
21 GrosClAC 
22 
23 
24 Amortealion Rate 
25 AmOnQallOn 
26 Accumulated Amortlzalm 
27 
28 NelCIAC 
29 

294.745 

16.2W 

294.745 294.745 244.745 294,745 

3.67% 3.67% 3.66% 3 27~1 
10,817 10,817 10,788 9,638 
27.024 37,841 48,629 58.267 

278.538 I - 267,721 - 256,934 246,116 - 236.478 
I 

- 294,745 - 294.745 



Utility Source. LLC - Water Division 
Test Year Ended December 31.2012 

Original Cost Rate Base Proforma Adjustments 
Adjustment 4 

Customer De~osits 

Exhibit 
Rejoinder Schedule 8-2 
Page 6.0 
Wdness: Bourassa 

Line 
No. 

1 
2 
3 
4 
5 
6 
7 

Computed balance at end of test year 

Book balance at end of test year 

8 Increase (decrease) 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 SUPPORTING SCHEDULES 
20 Testimony 
21 Workpapers 
22 
23 
24 
25 
26 
27 
20 
29 
30 
31 
32 
33 
34 
35 

$ 5.885 

$ 5,885 

0 



Line 
No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

- 

Utility Source. LLC -Water Division 
Test Year Ended December 31.2012 

Computation of Wotking Capital 

Exhibit 
Rejoinder Schedule 8-5 
Page 1 
Witness: Bourassa 

Cash Working Capital (118 of Allowance 

Pumping Power (1/24 of Pumping Power) 
Purchased Water (V24 of Purchased Water) 
Prepaid Expenses 

Operation and Maintenance Expense) $ 

Total Working Capital Allowance 

Working Capital Requested 

Total Operating Expense 
Less: 
Income Tax 
Property Tax 
Depreciation 
Purchased Water 
Pumping Power 
Allowable Expenses 
118 of allowable expenses 

10.138 
2,783 

$ 12,921 

Adiusted Test Year 
$ 211,193 

SUPPORTING SCHEDULES: 
E- 1 

PECAP SCHEDULES: 
B1 



U t i l i  Source. LLC -Water Division 
Test Year Ended December 31.2012 

Income Statement 

Line 
!l5L 
1 Revenues 
2 Metered Water Revenues 
3 Unmetered Water Revenues 
4 Other Water Revenues 
5 
6 Operating Expenses 
7 Salaries and Wages 
8 Purchased Water 
9 Purchased Power 
10 Fuel For Power Production 
11 Chemicals 
12 Materials and Supplies 
13 Office Supples and Expense 
14 Contractual Services -Accounting 
15 Contractual Services - Professional 
16 Contractual Services - Maintenance 
17 Conlractual Services -Other 
18 Water Testing 
19 Rents 
20 Transportation Expenses 
21 Insurance - General Liability 
22 
23 
24 
25 Miscellaneous Expense 
26 Bad Debt Expense 
27 Depreciation and Amortization Expense 
28 Taxes Other Than Income 
29 Properly Taxes 
30 Income Tax 
31 Total Operating Expenses 
32 Operating Income 
33 Other Income (Expense) 
34 Interest Income 
35 Olher income 
36 Interest Expense 
37 Other Expanse 
38 
39 Total Other Income (Expense) 
40 Net Profit (Loss) 
41 
42 SUPPORTING SCHEDULES: 
43 C-1. page 2 
44 E-2 
45 

Insurance - Health and Life 
Reg. Comm. Exp. - Other 
Reg. Comm. Exp. - Rate Case 

Test Year 
Adjusted 
mY!k 

$ 202,743 

5,261 
6 208,004 

66,787 

1,460 
12.257 
2,399 

20,253 
9,651 

8,107 

2.186 

10.000 
19,976 

57,728 

7,530 

Exhibit 
Rejoinder Schedule C-1 
Page 1 
witness: Bourassa 

Rejoinder Rejoinder 
Test Year Proposed Adjusted 
Adjusted Rate with Rate 

Inweas9 Increase Adiustment Results 
- $ 202,743 $ 225,674 8 428.417 $ 

(1,820) 3,441 3,441 
$ (1,820) $ 206.184 $ 225,674 $ 431.858 

(7.733) 

66,787 

1.460 
12.257 
2,399 

20.253 
9.651 

374 

2,106 

66.787 

1,460 
12,257 
2,399 

20,253 
9.651 

374 

2.186 

6,667 16,667 
(4,116) 15.860 

(637) 57,091 

16,667 
15,860 

57,091 

(66) 7.464 2.723 10.107 
509 (1,255) 44,670 43,415 

S (5,076) $ 211,193 9 47,394 $ 258.587 
5 3.2% s (5,009) $ 178.200 s 173.271 

$ - $  - 5  - $  
$ $ 170.200 S 173.271 

5 
S (8.265) 

BFCAP SCHFDULES: 
A- 1 



Utllity Source. LLC -Water Division 
Test Y e a  Ended December 31,2012 
I m e  Slmememt 

Line 
p?e 

1 
2 
3 
4 
5 
6 
7 

Rwonws 
Metered water Rsvsnns 
U m e l e r e d  Wabr Revmnuer 
Other Water Revelwar 

Operating Expensea 
Satvies and W w s  
Purchased Water 
PurCI?ased Povel 
Fuel For PM Produalon 
Chemicals 
Materids and S U D ~ E S  

8 
9 
10 
11 
12 
13 Office su&es i d  ~rpense 
14 COntraCltwl SoNKeS. ACCQuPIing 
15 C~ntr=twl Sewma. Professional 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
33 
31 
32 
33 
34 
35 
38 
37 
38 
39 
40 
41 
42 
43 
44 

w m n w  SCHEWLES: 
c.2 
E-2 

3 6 - - 7 

s .  
66,787 

1.460 
12:257 
2.399 

20.253 
9,651 

8.107 (7.733) 

2.188 

t - s  - s  a s  - t  - 5  - t  - s -  
_ s e e ,  6BB 7) 5 (1,820) t 7.733 S 1.750 S 2.388 s 8% t a 7  



Utiliiv Source. Ut -Water Mvhion 
Test Year Ended hlcembar 31.2012 
InCDmE SMemWnI 

No 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
21 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 

- 

3.441 3.441 
s - a  - s  - S - S 206.184 S 225,674 I 431.858 

s -  I 

88.787 88,787 

1.460 1.480 
12.257 
2.389 

20.253 
8,661 

374 

2.188 

16.537 
15.m 

57.081 

12:257 
2.399 

20,253 
9,851 

374 

2.188 

18.887 
15.880 

57.091 

7.m 2.723 10.187 
BO9 L1.255) 44.670 43,415 

s - s  - I  - S 808 I 211,183 t 47.384 5 258.587 
s . f  . s  - I (808) I (5.009) I 178.260 S 173.271 

u E-2 



Line 

1 
2 
3 
4 Revenues 
5 
6 Expenses 
7 
8 Operating 
9 Income 
10 
11 Interest 
12 Expense 
13 OIher 
14 Income1 
15 Expense 
16 
17 Netlncome 
18 
19 
20 
21 
22 
23 
24 
25 Revenues 
26 
27 Expenses 
28 
29 Operating 
30 Income 
31 
32 Interest 
33 Expense 
34 Other 
35 Income/ 

!!&A 

36 Expense 
37 
38 Netlncome 
39 
40 

Utllity Source. LLC -Water Division 
Test Year Ended December 31.2012 

Adjustments to Revenues and Expenses 

Exhibit 
Rejoinder Schedule C-2 
Page 1 
Witness: Bourassa 

Adiustments to Revenues and Emenses 
- 1 - 2 - 3 - 4 P - 6 Subtotal 

Depreciation Properly Rate Case Revenue Water Auto 
EaQWi %!E!%! Niustment ExDense 

(1,820) (1.820) 

(637) (66) 6,667 (7.733) (1,750) (3,519) 

637 66 (6.667) (1.820) 7,733 1,750 1.699 

637 66 (6.667) (1,820) 7,733 1,750 1,699 - - I _ _ L w  

Adiustments to Revenues and Ewenses 
1 B - 9 10 - 11 

intentionally intentionally Intentionally 
Telephone Lefl Lefl Lefl Income 
ExDenss - Blank 

Subtotal 

(1.620) 

(2.366) 809 (5,076) 

2,366 (809) 3,256 



Utility Source. LLC - Watw Dlvlslon 
Test Year Ended December 31,2012 

Adjustments to Revenues and Ucpenoes 
Adjustment Number 1 

DeDreciation Exoense 

Line 
!%L 

1 
2 
3 Acct. 
4 DescriDtion 
5 301 Organization Cost 
6 302 FranchiseCos! 
7 303 Land and Land Rights 
8 304 Structures and Improvements 
9 305 Collecting and Impounding Res. 
10 306 Lake River and Other Intakes 
11 307 Wells and Springs 
12 308 Infiltration Galleries and Tunnels 
13 309 Supply~ains 
14 310 Power Generation Equipment 
15 31 1 Eleclric Pumping Equipment 
16 320 Water Treatment Equipment 
17 320.1 Water Treatment Plant 
18 320.2 Chemical Solution Feeders 
I 9  330 Dist. Reservoirs & Standpipe 
20 330.1 Storagetanks 
21 330.2 Pressure Tanks 
22 331 Trans. and Dist. Mains 
23 333 Services 
24 334 Meters 
25 335 Hydrants 
26 336 Backflow Prevention Devices 
27 339 Other Plant and Misc. Equip. 
28 340 Office Furniture and Fixtures 
29 340 1 Computers and Software 
30 341 Transportation Equipment 
31 342 Stores Equipment 
32 343 Tools and Work Equipment 
33 344 Laboratory Equipment 
34 345 Power Operated Equipmenl 
35 346 Communicatims Equipment 
36 347 Miscellaneous Equipment 
37 348 Other Tangible Plant 
38 TOTALS 
39 
40 
41 Less: Amwtit ion of Contributions 
42 Total Depreciation Expense 
43 
44 Adjusted Test Year Depreciation Expense 
45 
46 Increase (decrease) in Depreciation Expense 
47 
48 Adjustment to Revenues and/or Expenses 
49 
50 SUPPORTING SCHEDULE 
51 8-2.page3 

Adjusted 
Original Nondepreciable/ 

Fully DeDreciate(! 

210.000 (210.000) 
72,997 

1,353,539 

89,125 
158.71 1 

5,487 

321,452 

161,632 
86.250 

34.500 

2.947 

(158.71 1) 

Adjusted 
Origlnal 
- cost 

72,997 

1,353,539 

321,452 

161,632 
86.250 

34,500 

2,947 

$ 2.496.640 I (366,711) $ 2,127,929 

PWDOSed 
&@g 

0.00% 
0.00% 
0.00% 
3.33% 
2.50% 
2.50% 
3.33% 
6.67% 
2.00% 
5.00% 

12.50% 
3.33% 
3.33% 

20.00% 
2.22% 
2.22% 
5.00% 
2.00% 
3.33% 
8.33% 
2.00% 
8.67% 
6.87% 
8.87% 

20.00% 
20.00% 
4.00% 
5.00% 

10.00% 
5.00% 

10.00% 
10.00% 

Exhibit 
Rejoinder Schedule C- 
pace 2 
Wlness: Bourassa 

DeDrecliltlon 
Exwnog 

2,431 

45,073 

4,456 

183 

7,136 

3,233 
2,672 

690 

197 

10.00% 
$ 66.270 

Gross ClAC Amort. Rate 
$ 294.745 3.1143% $ (9,179) 

S 57,091 

57,726 

(637) 

$ (637) 

"Fully Depreciated 



Utility Source. LLC -Water Mvlslon 
Test Year Ended December 31,2012 

Adjustment to Revenues and Expenses 
Adjustment Number 2 

Exhibit 
Rejoinder Schedul 
Page 3 
Witness: Bourassi 

Properhr Taxes 

Line Test Year Company - No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

DESCRIPTION 
Company Adjusted Test Year Revenues 
Weight Factor 
Subtotal (Line 1 Line 2) 
Company Recommended Revenue 
Subtotal (Line 4 + Line 5) 
Number of Years 
Three Year Average (Line 5 I Line 6) 
Department of Revenue Mutilplier 
Revenue Base Value (Line 7 * Line 8) 
Plus: 10% of CwlP (intentionally excluded) 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + Line 10 - Line 11) 
Assessment Ratio 
Assessment Value (Line 12 ' Line 13) 
Composite Property Tax Rate - Obtained from ADOR 
Test Year Adjusted Property Tax Expense (Line 14 ' Line 15) 
Tax on Parcels 
Total Property Taxes (tine 16 + Line 17) 
Test Year Property Taxes 
Adjustment to Test Year Property Taxes (Line 18 - Line 19) 

Property Tax on Company Recommended Revenue (Line 16 + Line 17) 
Company Test Year Adjusted Property Tax Expense (Line 18) 
Increase in Property Tax Due to Increase in Revenue Requirement 

gs adiusted 
$ 206.184 

2 
412.368 
206.184 
618.552 

3 
206,184 

2 
412.368 

412.368 
20.0% 

82,474 
9.0503% 

f 7.464 

5 7,464 
$ 7,530 L , ~ I I .  66 

Increase in Property Tax Due to Increase in Revenue Requirement (Line 24) 
Increase in Revenue Requirement 
Increase in Property Tax Per Dollar Increase in Revenue (Line 26 I Line 27) 

Pecommended 
$ 206,184 

4 12,368 
431,858 
844,226 

3 
281,409 

2 
562,817 

562,817 
20.0% 

112,563 
9.0503% 

5 10.187 

$ 10,187 
$ 7.464 
t 2,723 

8 2,723 
$ 225.674 

1.20671 % 



Utility Source. LLC -Water Division 
Test Year Ended December 31,201 2 

Adjustment to Revenues and Expenses 
Adjustment Number 3 

Rate Case ExDense 

Line 
- No 

1 
2 
3 Estimated Rate Case Expense 
4 
5 
6 
7 Annual Rate Case Expense 
8 
9 Adjusted Test Year Rate Case Expense 
10 
11 Increase(decrease) Rate Case Expense 
12 
13 Adjustment to Revenue andlor Expense 
14 
15 
16 Reference 
17 Testimony 
18 
19 
20 

Estimated Amortization Period in Years 

Exhibit 
Rejoinder Schedule C-2 
Page 4 
Witness: Bourassa 

5 50.000 

3 

$ 16.667 

$ 10,000 

$ 6,667 

$ 6,667 



U t i i i  Source. LLC Water Division 
Test Year Ended December 31,201 2 

Adjustment to Revenues and Expenses 
Adjustment Number 4 

Exhibit 
Rejoinder Schedule C-2 
Page 5 
Witness: Bourassa 

Revenue Adiustment 

Line - No. 
1 
2 Revenue Adjustment 
3 
4 
5 
6 Total Revenue from Annualiation 
7 
8 
9 
10 
11 Reference 
12 Staff Adjustment # 1 
13 
14 
15 
16 
17 
18 
19 
20 

Adjustment to Revenue and/or Expense 

$ (1,820) 

$ (1,820) 

$ (1,820r 



Utility Source. LLC -Water Division 
Test Year Ended December 31,2012 

Adjustment to Revenues and Expenses 
Adjustment Number 5 

Exhibit 
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Water Testinq 

Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 Reference 
12 RUCO Adjustment #2 
13 
14 
15 
16 
17 
18 
19 
20 

RUCO Recommended Water Testing Expense 

Adjuste Test Year Water Testing Expense 

Adjustment to purchased power expense (rounded) 

Adjustment to Revenue andlor Expense 

$ 374 

$ 8,107 

$ (7,733) 

(7,733) 



Utility Source. LLC -Water Division 
Test Year Ended December 31,2012 

Adjustment to Revenues and Expenses 
Adjustment Number 6 

Auto ExDense 

Line 
- No. 
1 
2 Test Year Auto Expense 
3 
4 Staff Recommended Auto Expense 
5 
6 Adjustment to Revenues 
7 
8 
9 
10 
11 Reference 
12 Staff Adjustment #4 
13 
14 
15 
16 
17 
18 
19 
20 

Adjustment lo Revenue andlor Expense 

$ 1,500 

3,250 

$ (1.750) 

(1,750) 

Exhibit 
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Utility Source. LLC -Water Division 
Test Year Ended December 31,2001 

Adjustment to Revenues and Expenses 
Adjustment Number 7 

TeleDhone ExDense 

Exhibit 
Rejoinder Schedule C-2 
Page 8 
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Line 
- No. 

1 
2 Staff Recommended Telephone Expense 
3 
4 
5 
6 Adjustment to Revenues 
7 
8 
9 
10 
11 Reference 
12 Staff Adjustment #5 
13 
14 
15 
16 
17 
18 
19 
20 

Adjusted Test Year Telephone Expense 

Adjustment to Revenue and/or Expense 

$ 2,366 

4.732 

5 (2,3661 



Utility Source. LLC - Water Division 
Test Year Ended December 31,2001 

Adjustment to Revenues and Expenses 
Adjustment Number 8 

lntentionallv Left Blank 

Exhibit 
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Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 



Utility Source. LLC -Water Division 
Test Year Ended December 31.2012 

Adjustment to Revenues and Expenses 
Adjustment Number 9 

Exhibit 
Rejoinder Schedule C-2 
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Intentionally Left Blank 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 



utility Source. LLC - M e r  Division 
Test Year Ended December 31,2012 

Adjustment to Revenues andlor Expenses 
Adjustment Number 11 

Line 
NQ 

1 IncomeTaxes 
2 
3 
4 Compauted Income Tax 
5 
6 
7 
8 
9 
10 
11 
12 
13 SUPPORTING SCHEDULE 
14 C-3, page2 
15 
16 
17 

19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 

Test Year Income tax Expense 
Adjustment to Income Tax Expense 

i a  

Exhibit 
Rejoinder Schedule C-2 
Page 12 
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Test Year Test Year 

$ (1,255) $ 43,415 
(2.064) (1,255) 

$ 809 $ 44,670 

at Present Rates at Pf'ODOSed Rates 



Utility Source. LLC -Water Division 
Test Year Ended December 31,2012 

Computation of Gross Revenue Conversion Factor 

Exhibit 
Rejoinder Schedule C-3 
Page 1 
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Line 
- No. DescriDtion 

Percentage 
of 

Incremental 
Gross 

Revenues 
1 Combined Fec-ral and State Effective Income Tax Rate 20.036% 
2 
3 Property Taxes 0.965% 
4 
5 

7 
8 Operating Income % = 100% - Tax Percentage 78.999% 
9 
10 
11 
12 

6 Total Tax Percentage 21.001% 

13 1 = Gross Revenue Conversion Factor 
14 Operating Income % 1.2658 
1s 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 SUPPORTING SCHEDULES: 
26 C-3,page2 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

RECAP SCHEDULES: 
A-1 



WCKR No. WS02676+12-01% 

0 



Utility Source, U C  -Water Divislon 
Revenue Summary 

Test Year Ended December 31,2012 

Exhibit 
Rejoinder Schedule H-1 
Page 1 
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Total Total Percent Percent 
Revenues Revenues of of 

Present Proposed 
Line Prasent Proposed Dollar Percent Water Water 
No. Metersize Classification && Chant& Chanqg Revenues Revenues 

at at 

1 314 Inch Residential !$ 159,301 5 326.338 !$ 167.038 104.86% 77.26% 75.57% 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

314 Inch Commercial 
2 Inch Commercial 
2 Inch Irrigation 

Bul WConstructin 

Subtotals of Revenues 
Revenue Annualitions: 
314 Inch Residential 

BulUConstruction 
Subtotal Revenue Annualiiation 

Total Revenues wl Annualization 
Mbc Revenues, as adjusted 
Reconciling Amount 
Total Revenues 

322 810 489 152.01% 0.16% 0.19% 

1,776 3.898 2,122 119.50% 0.86% 0.90% 
38,120 89,670 51,550 135.23% 18.49% 20.76% 

3.482 7.323 3.841 110.29% 1.69% 1.70% 

S 203,001 S 428,040 S 225.039 110.86°h 98.46% 99.12% 

$ 328 $ 632 5 304 92.85% 0.16% 0.15% 

0.00% 0.00% 0.00% 
328 632 304 92.85% 0.16% 0.31% 

S 203.328 !$ 428.672 $ 225,343 110.83% 98.61% 99.26% 

(585) (255) 330 -56.41% -0.28% -0.06% 
3.441 3,441 0.00% 1.67% 0.80% 

5,673 109.45% 100.00% 100.00% 



Customer 
Llne aessmcauon 
M I  w l a m m a a  

Residential 1 314 Inch 
2 34lnCh Commercial 
3 2lnch Commercial 
4 2lnch lnigatbn 
5 
6 ConstructiWEulk 
7 
8 
9 
10 
11 
12 Totals 
13 
14 Actual Year End Number 
15 of Customers: 
16 
17 
18 
19 

utility Source, LLC -Water Mvlslon 
Analysis d Revenue by Detailed Class 
Test Year Ended December 31,2012 

(a) 
AvereOe 

Number of 
customerr, t&emalu 

Pfe6ent propossd at Avaclpe 
12/5112012l&!QwSm &atep Bim 

320 4,123 S 38.58 S 75.33 S 
1 1,667 26.50 66.78 
3 115,286 1,004.10 2,262.58 

- $ 148.00 0 324.86 S 1 

1 26251 290.19 610.24 

326 

327 
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Percent 
of 

- 
Dollar -1 

tullwnt &llQuacustomers 
36.76 95.27% 98.16% 
40.28 151.98% 0.31% 

1,250.47 125.33% 0.92% 
176.86 119.50% 0.31% 

320.05 110.29% 0.31% 

300.00% 
P 



UnS 
& 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 

CuStOl lW 
Classificclllon - 

3 4  Inch Residential 
3 4  Inch Commercial 
2 Inch Commercial 
2 Inch Irrigation 

ConstnrclionlEuIk 

Totals 

Actual Year End Number 
of Customers: 

UUllty Source. U C  -Water Dhrklon 
Analysis of Revenue by Detailed Class 
Test Year Ended December 31,2012 

Exhibil 
Rejoinder Schedule H-2 
Page 2 
Witness: Bourassa 

(4 
Numberof 
sammcs rcldimw Percent 

al Median Present Propo8ed Mler  Perrent of 
l iwUQl2ConrurnDtion Bagtp Bppsp A l n Q u u A m o u n t ~  

98.16% 
1 1,500 S 25.70 $ 64.16 38.46 149.64% 0.31% 
3 65.000 613.40 1.345.36 731.96 119.33% 0.92% 
1 - $ 148.00 $ 324.86 $ 176.86 119.50% 0.31% 

1 40.501 437.69 919.48 481.79 110.08% 0.31% 

320 3,500 $ 35.30 $ 69.31 $ 34.01 96.34% 

326 

327 

. 100.00% 



U t i l i  Source, LLC -Water Division 
Revenue Breakdown Summary 

Present Rates 

Exhibit 
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314 Inch Residential 
314 Inch Commercial 
2 Inch Commercial 
2 Inch Irrigation 

ConstructionlBulk 

TOTALS 
Percent of Total 
Cummulative YO 

Monthly Commodity Commodity Commodty 
Third Tier w First Tier Second Tiel rotal 

$ 71.262 $ 54.684 $ 23.774 8 9.908 $ 159,629 

5,328 $ 14,424 $ 18,368 $ - $ 3a.120 
$ 222 $ 89 $ 1 1  $ - $  322 

$ 1,776 $ - $  - $  - $  1,776 

$ 222 $ 3,260 $ - $  - $ 3,482 

$ 78,810 $ 
100.00% 38.76% 35.64% 20.73% 4.87% 

38.76% 74.40% 95.13% 100.00% 

Amount % of Revenu eR 
Monthlv Minimum Revenues $ 78,810 38.76% 

Cornmoditv Revenues 
Lowest Commodity Rate $ 54,773 26.94% 
Middle Commodty Rate $ 38,209 18.79% 
Highest Commodity rate $ 31,536 15.51% 
Subtotal Commodity Revenues $ 124,518 61.24% 

Total Revenues $ 203,328 100.00% 



Utility Source, LLC -Water Division 
Revenue Breakdown Summary 

Proposed Rates 

Exhibit 
Rejoinder Schedule H. 
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Monthly Commodity Commodity Commodity 
Mins First.Tier W o n d T h  Third Tier Ictal 

314 Inch Residential $ 156,420 $ 93,419 $ 52,131 $ 25,001 $ 326,970 
$ 487 $ 290 $ 33 $ - $  810 314 Inch Commercial 

2 Inch irrigation $ 3,898 $ - $  - $  - $  3,898 
2 Inch Commercial $ 11,695 $ 31,628 $ 46,347 $ - $ 89,670 

Construction/Bulk $ 487 $ 6,836 $ - $  - $ 7,323 

TOTALS $ 172,988 $ 132,173 $ 98,510 $ 25,001 $ 428,672 
100.00% Percent of Total 40.35% 30.83% 22.98% 5.83% 

Cummulative % 40.35% 71.19% 94.17% 100.00% 

Amount % o  f Revenues 
&lonthlv Minimum Revenues $ 172,988 40.35% 

Commoditv Revenues 
Lowest Commodity Rate $ 93.709 21.86% 
Middle Commodty Rate $ 83,791 19.55% 
Highest Commodity rate $ 78,184 18.24% 
Subtotal Commodity Revenues $ 255.684 59.65% 

37.79% 

Total Revenues $ 428,672 100.00% 



WUQ Source. U C  - Water O M i h  
T-1 Yeat Endedc8~#flw31. 2M2 

Presml and Proposed Rats 

Lira 
& Monthly Usage Charge for. 
I Meter Stze (All Classe& 
2 Y e X Y 4 h c h  
2 w t n c h  
3 llnch 
4 11Izlncn 
5 2lndr 
6 Jlnch 
7 41nch 
8 61nch 
9 
10 
11 
12 
13 
14 
15 

17 
18 5tEx314 Inch (Resdemal. Commerual) 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 NT= NoTardI 
41 

Gallons In Minmum IAN Classes) 

16 CommodHYR.tes 

3 4  Inch MWI (Residenbal. Commercial) 

1 Inch Meter (Resldeneel. Commerual) 

1 5 Inch Meter (Resdential C m m e W )  

2 Inch Meter (Resdential. Comrneruel) 

3 Inch Meter (Rewdenbal. Commemnl) 

f 18.50 I 
18.50 
46.50 
92.50 

148.00 
298.00 
462.50 
925.00 

40.61 
40.81 

101.52 
203.04 
324.86 
M9.72 

1.015.19 
2.030.38 

5a1m5 
s 22.11 

22.11 
55.02 

110.54 
178.86 
353.72 
55269 

1,105.38 

119.5W 
1 1 9 . m  
118.32% 
119.50% 
119.50% 
1 1 9 . m  
119.50% 
119.50% 

B k l i  
1 N o n s  to 4.W gallons 
4.001 gallons lo 9,000 gallons 
ovw 9.000 gatklna 

1 Q8wons 10 4.000 @bM 
4.001 g~lfons m 9 . m  gallons 
over9.000galbns 

I gallons m 27.000 gallons 
over 27.000 gallons 

Ouer Minimum up to 57 .W gabs 
Over 57 .W ~ N o n s  

1 *s 10 94.W Qdlars 
OVel94,oao Qalla*r 

1 @cas (0 105 .m @3Uons 
Dver 195.MM gBlkns 

(Per 1 . ~ 0  genom) - Pmpcnd 
m m 

4.80 I 8.20 
7.16 S 15.70 
8.60 $ 21.70 

4.80 S 8.20 
7.16 S 15.70 
8.60 S 21.70 

4.80 I 1570 
7 16 5 21.70 

4.80 f 15.70 
7.16 I 21 70 

4.80 I 15 70 
7.16 S 21.70 

4.80 I 15.70 
7.16 I 21.70 



UtilMy Source, LLC - Water DM.ion 

P r 8 W  and Ropored Rates 
TeStY8M E r r d e d m  31,2012 

Line 
No 
1 
- 

7 

9 
10 lrrigalan Meters All pallons 
11 

13 

6 Inch Meter (Residenual. Commercial) 1 gallons lo 615.000 gallons 
8 over 615.000 oallms 

12 Sbndpw or Euk A(( @Ions 

14 Construdlon 
15 
16 
17 
18 
I S  
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 ConstructiorJScandpipe 
43 
44 M=NoTanff 

All gallons 

AU gallons 

(Par 1.000 gallons) 
Rmr Rowwd 

f 4.80 S 9 5 7 0  
5 7.16 S 21.70 

5 4.80 f 15.70 
1 716 5 21 70 

f 9.26 I 15.70 

I 10.35 I 21.70 

I 10.35 I 21.70 

NT S 21.70 



WlRy souro, LLC -w*u Dkrblon 
Present and Pmposed Rates 

Tesl Year Ended December 31,2012 

Line 

. .  NL 
1MelerandSeMceLlneChames' 
2 Present pmpored 
3 Present Mew Meter 
4 Servica lnsl8U- Total tnsW- Tc~ial 
5 Line elion Prssent Line a h  Pmpowd 
6 
7 Ye x 3 4  Inch 
a 34inch 575.00 415.00 
9 1 Inch 660.00 465.00 
10 l lRIndl  900.00 520.00 
11 2lnchTubo 1.525.00 800.00 
12 2 Inch. C ~ p o u n d  2,320.00 800.00 
13 3inchTurbo 2.275.00 1.015.00 
14 3lnch.comgound 3.110.00 l.lJ5.W 
15 4lnchTurbo 3.360.00 1.430.00 
16 4 Inch. compound 4.475.00 1.610.00 
17 6lnchTurbO 6.035.00 2.150.00 
18 6Inch,compound 8,050.00 2.270.00 
19 
20 
21 
22 
23 OmerCharoes: 
24 
25 
26 
27 

29 
30 
31 
32 
33 
34 
35 
36 

s;harpe 
%00 s 385.00 

' Based on ACC Slafl Engineering Memo dated Feburary 21,2008 

2a 

5 
c b a r n e S & l w  

S 135.00 S 520.00 
205.00 620.00 
265.00 730.00 
475.00 995.00 
995.00 1.795.00 

1,840.00 2,640.00 
1.620.00 2.635.00 
2,495.00 3.630.00 
2.570.00 4.000.00 
3.545.00 5.155.00 
4.925.00 7.075.00 
6.820.W 9,090.00 

41 L 1 1 
42 
43 
44 (a) S 5.00 minimum or I .5% of unpaid b a l m  whichever is greatw. 
45 * After hours mMce charge will apply when service requested by arrtomer afler hws. 

37 Latea\arpe 1.5% 
38 Custamer reoueaed Meter Tea t 2o.m 
39 Afterhowsservieschacga s 40.00 
40 Moving Customer Meter (at w s t m r  request) cwc 
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Utility Source. LLC -Wastewater Division 
Test Year Ended December 31,2012 

Computation of Increase in Gmss Revenue 
Requirements As Adjusted 

Exhibit 
Rejoinder Schedule A-1 
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Line 
- No. 

1 Fair Value Rate Base 825,856 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 

Adjusted Operating Income 

Current Rate of Return 

Required Operating Income 

Required Rate of Return 

Operating Income Deficiency 

Gross Revenue Conversion Factor 

Increase in Gross Revenue 
Requirement 

Adjusted Test Year Revenues 
Increase in Gross Revenue Revenue Requirement 
Proposed Revenue Requirement 
% increase 

Customer 
Classification 
314 Inch Residential 
314 Inch Commercial 
2 Inch Commercial 

Revenue Annuaiization 
Subtotal 

Other Water Revenues 
Reconaling Amount 
Rounding 
Total of Water Revenues 

SUPPORTING SCHEDULES: 
6-1 
c-1 
c-3 
H-1 

(83,387) 

-1 0.10% 

90,844 

11.00% 

174,232 

1.2021 

209.436 

1 19.464 
209.436 
328,900 
175.31% 

Dollar Percent - Rates Increase Increase 
$ 92,479 $ 287,729 $ 195,250 211.13% 

114 740 626 547.81% 
13,131 55.41% 

0.00% 
23,698 36,829 

567 327.23% 
$ 116,465 $ 326,039 $ 209,574 179.95% 

173 74 1 

3.44 1 3,441 0.00% 
(138) 31.22% 

0.00% 
$ 119,464 $ 328,900 $ 209,436 175.31% 

(442) (580) 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 

Utility Source. LLC -Wastewater Division 
Test Year Ended December 31,2012 

Summary of Rate Base 

Gross Utility Plant in Service 
Less: Accumulated Depreciation 

Net Utility Plant in Service 

Less: 
Advances in Aid of Construction 

Contributions in Aid of Construction 

Accumulated Amortization of ClAC 

Customer Meter Deposits 
Deferred Income Taxes 8 Credits 

- Plus: 
Unamortized Finance 

Prepayments 
Materials and Supplies 
Allowance for Working Capital 

Charges 

Total Rate Base 

SUPPORTING SCHEDULES: 
8-2 
8-3 
8-5 
E- 1 

Original Cost 
Rate base 

$ 1,397,271 
455,092 

$ 942,179 

197,973 

(86,715) 

5.065 

Exhibit 
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Fair Value 
Rate Base 

$ 1,397,271 
455,092 

$ 942,179 

197,973 

(86,715) 

5.065 

$ 825,856 $ 825,856 



Line 
No. 
1 
2 
3 
4 
5 
6 
7 

9 
10 
11 
12 
13 
14 
15 
16 
17 

19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

a 

i a  

Utility Source. LLC - Wastewater Division 
Test Year Ended December 31.2012 

Original Cost Rate Base Proforma Adjustments 

Gross Utility 
Plant in Service 

Less: 
Accumulated 
Depreciation 

Net Utillty Plant 
in Service 

Less: 
Advances in Aid of 

Construction 

Contributions in Aid of 
Construction - Gross 

Accumulated Amortization of CIAC 

Customer Meter Deposits 
Accumulated Deferred Income Tax 

Plus: 
Unamortized Finance 

Prepayments 
Materials and Supplies 
Working capital 

Charges 

Total 

45 SUPPORTING SCHEDULES: 
46 8-2. pages2 

48 
47 E-1 

49 
50 

Adjusted 
at end 

of 
Test Year 

$ 1,397,271 

455,064 

Exhibit 
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Rebuttal 
Adjusted 
at end 

Test Year 

$ 1,397,271 

Proforma of 
Adiustment 

2a 455,092 

$ 942.207 $ 942,179 

197,973 

(86,711) 

- $ 830,945 

(4) 

5,065 

197.973 

(86,715) 

5,065 

$ 825,856 

W A P  SCHEDULES: 
B-1 



r 

2 
3 
4 
5 
6 
7 
e 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Net Utility Plant 
in Service 

k 
A&WkWSinAUJof 

construdon 

conslruclion (Cmc) 
COntributwu, in Aid of 

Accumulated h o c t  of C W  

Customer Meter Depcs~ts 
Aoumubled Dderred l m e  Tams 

EEE%=- 
E-1 

Ulillty Source. U C  ~ Wntewter Divbion 
Test Year Ended Dwrnber 31, a12 

~ g m a l  cost Rate Base Proforma Adjusirnms 

197.973 

(86.711) 14) 

5,065 



Line 
N% 

1 
2 
3 
4 
5 
6 
7 
8 
10 9 

11 
12 
13 
14 
15 
16 
17 18 

19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 PmnijrrSomce por W s  
40 
41 I m a n  ( a u e a w )  in Pl~~~Wn-Sswiu 
42 
43 Adpslmenl lo PIanl-irrSerYio. 
44 

46 8.2. pseer 3 1 
47 

‘5 - 

Accl 
NsLlwsmSn 
351 ag.ni7.alionCosl 
352 Fmnchm-Cosl 
353 L W  M d  Land Rhj~ls lO5,WO 1 M . W  
354 StnrturoahImFfovainenia 56.350 50,350 
355 P01.r Gswntw Equipnenl 2,878 2.879 
J(LO consdion SWR . FWCS 
361 Coll&ion Swan - Gn* 260.553 260.653 
362 Spacial Cobuing Slmcluma 
363 Sew&s to Cvrlonwn 60.375 60.375 
?64 Flow Mer5ming Dovices 
365 Flow MeaHlring Inr!Alation6 
366 ReureServicar 3.450 3,450 
367 
370 Rscsiv*rg Walls 
371 Pu-q Equipment 
374 Reuse O~rlntul~on Rtsewiorr 
375 Reuse Tmn.rntrrion and h$VibYll~r 
380 Tnalmsnt 6 Disposal Equlpnanl ~ o 3 . m ~  803.992 
381 PlenlSeun 
362 Oundl Sewsr Mer 
389 
390 W i  Furnduun h Equipment 4.672 (421) 4.251 

380.1 conputen L Sofhu.n 421 421 
391 TnnrporUlion Equipnwnl 
382 SIDmrEquipnnl 
383 
394 LaLvR1OIYEpuiprml 
395 Powr opsnhd EQ.lq”m 
3% ComrmniufanEari+mml 
397 Misceb~aus E q u m n l  
398 O(harTm.$bbPlJd 

R ~ S O  Maten and Meter hrtallebon: 

0 I h . r  Plml 6 Nu Epuipmanl 

Tools. Shop 1 WRp Equipman1 

TOTALS S 1397.271 S (0) s - s  - s  - s  - S 1.397.271 

3 1.587.271 

s 
s 



Line 
!w 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Utility Source. U C  -Wastewater Division 
Test Year Ended December 31,2012 

Origiinsl Cost Rate Base Prdorme Adjustments 
Adjustment Number 1 -A 

Exhibl 
Rejoinder Schedule B- 
Page 3.1 
Wfiness: Bouassa 

Reconcilatim to Reconstrucbd Plant-inaervice 

Acct 
- No. 
351 
352 
353 
354 
355 
360 
36 1 
362 
363 
364 
365 
366 
367 
370 
371 
374 
375 
380 
381 
382 

390 
390.1 
391 
392 
393 
394 
395 
396 
397 
398 

389 

DescriDtion 
Organization Cost 
Franchise Cost 
Land and Land Rights 
Structures 8 lnprovements 
Power Generation Equipment 
Colledion Sewers - Force 
Collection Sewers -Gravity 
Spedal Collecting Structures 
Servaes to Customers 
FIow Measuring Devices 
Flow Measuring Installations 
Reuse Services 
Reuse Meters and Metar Installatior 
Receiving Wells 
Pumping Equipment 
Reuse Distribution Reserviors 
Reuse Transmission and Distributio 
Treatment 8 Disposal Equipment 
Plant Sewers 
Outfall Sewr Lines 
Other Plant & Misc Equipment 
Office Furniture & Equipment 
Computers 8 SoRHare 
Transportation Equipment 
Stores Equipment 
Tools, Shcp 8 Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Eqlripment 
Other Tangible Plant - 

TOTALS t 

SUPPORTING SCHEDULE 
8-2. pages 3.2 - 3.8 41 

42 

Adjusted Plant 
Orginal Per Adjustment 
Cost Reconsttuction Rewired 

105.000 
56.350 
2.879 

260,553 

60,375 

3,450 

105.000 
56,350 
2,879 

260,553 

60.375 

3,450 

903,992 903.992 

4,672 4.251 (421) 
421 421 

1.397.271 $ 1,397.271 0 (0) 



TOTUS 

2dl 
1% 

7dl 

b¶t 

511 

6a7w 

*.am 
144 

5.111 

1.m 

e8 

44.524 



*.am 
1U 

5.a 1 

1.m 

U.524 



2 
3 

5 
6 
I 
0 
9 
10 
10 
10 
12 
13 
14 
15 
16 
17 
*I 
10 
20 
21 
22 
23 
14 
25 
tB 
26 

26 
28 
m 
3.3 
31 
P 
31 
Y 

m 

0- 
o m  
O m  
3.3% 
5.m 
2.m 
2 . m  
1.- 
1 m  
10.m 
l o . m  
2 . m  
0.3% 
3.3% 

1 2 P X  
2.50% 
2.60% 
5 . m  0.507 
5m 
335y 
EBTU 
617x 2.~62 
1o.m 
I0.W 
4.- 
s . m  

1 O W  
5.- 

10 .W 
lO.oo* 
* a m  



2 
3 
4 
5 
6 
1 
8 
0 
IO 
I O  
I O  
13 
13 
I 4  
I 5  
1s 
I7 
l a  
19 
20 

12 
13 

* 
'6 
6 
9 
'6 
b 

9 
0 

2 
3 
4 
5 
3 m1us 

1.879 
144 

5a1 

1m 

Bo 

45.m 

170 

I . sa879 l.Ip6.111 rn.360] 



I 
2 
3 
4 
5 
8 
7 
8 
10 e 

10 10 

12 
I 3  
I. 
15 
6 
7 
B 
IS 
2Q 
2 ,  
21 
23 . 
25 
26 
2s 
2s 

26 
19 
30 
31 
31 
33 
24 
)5 

m 

36 TOTAlS 

1476 
144 

5Pll 

IZd 

88 

45.m 

im 

I\mn 
w 

11.197 
9% 

33.071 

7.- 

M) 

I_ /  
4: 



(19 

im 



1 
2 
1 
4 
5 
6 
7 
a 
e 
10 
10 
0 
2 
3 . 
5 
6 
7 
0 
B 
D 
1 
2 
1 
I 

I 
I 
I 
I 
I 

I .m 
421 ai 

im 
144 

6211 

1.m 

W 

45.m 

m 
42 

I . u.m 1IwI271 4 s . m  2,119 2.110 
1 0 1 U S  



L h  

7 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
I3 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
21 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 

tiR 
351 
352 
353 
354 
355 
360 
361 
362 
363 
364 
365 

367 
370 
371 
374 
375 
380 
361 
382 
388 
3w 

390.1 
391 
392 
393 
3w 
395 
3% 
397 
398 

Fmnchka Cos1 
Land and Land Rlphlr 
SINclures 6 lmpmvwnl r  
Pwmr G s n e d n  Equlpnanl 
Mlbdion S w n .  F- 

Spscld COll~,"!J SlNClUreII 

15.950 15.950 
1.224 1.224 

Colhdion S w n  . Gmviw 44.2% 44,284 
10.264 10.2w 

Fbw Me8suring 0mic.r 1.001 1,001 

S e d $  to Customen 

Flow Mmsuing kslalbkns 
Reuse Servicdi 
Reuse UeMn and Mekr InitaIIacionr 
Rswivinp Wens 

Pumping Ewlpmsnl 381.495 381.495 
R.UM Dir(nbuliw, ROS~MOR 
Rewe T n n s M i i m  and Dirbibution 
Tnalmed h Dirpaal Equipned 
Plml swan 
Oul(all S.wr Liner 
Other Pian1 6 Wsc Ewipmcnl 
M i c e  Funilum 6 Ew'+menl 
c o m p y l ~  h So- 
TmnapoR.(m Equiprvnl 
Stoma Equipnenl 
Twh. Shap h GsmOo Equipmenl 
Labon(wy Equipnnl 
Pomr 0pomI.d Equipment 
Comrmrwubn Ewipr*nt 
MiarmYsneous Equbmwnl 
Other Tan- Pbnl 

e37 (W 823 
42 42 

I 455.064 I 28 s - I  - I  - s  - s 455.092 TOTALS 

5 455,064 

s 28 

$ 28 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 

Utility Source. LLC -Wastewater Division 
Test Year Ended December 31,2012 

Original Cost Rate Base Prdorma Adjustments 
Adjustment Number 2 A 

Exhibit 
Rejoinder Schedule 5 
Page 4.1 
Witness: Bourassa 

Reconcilatici-i to Reconstructed AccumulaM DeDreciation 

Acct. 
- No. 
351 
352 
353 
354 
355 
360 
361 
362 
363 
364 
365 
366 
367 
370 
37 1 
374 
375 
380 
38 1 
382 
389 
390 

390.1 
391 
392 
393 
394 
395 
396 
397 
398 

Accumulated 
Adjusted Depreciation 

Per Plant A ccu mu la t el 
DescriDtion Qeoreciation Reconstruction 
Organization Cost 
F ranch i  Cost 
Land and Land Rghts 
Structures 8 lnprovements 15,950 15,950 
Power Generation Equipment 1,224 1,224 
Collection Sewers - Force 
Collection Sewers - Gravity 44,294 44.294 
Special Collecting Structures 10,264 10,264 
Servcies to Customers 
Flow Measuring Devices 1,001 1.001 
Flow Measuring Installations 
Reuse Services 
Reuse Meters and Meter Installatior 
Receiving Wells 
Pumping Equipment 381,495 381,495 
Reuse Distribution Reserviors 
Reuse Transmission and Distributio 
Treatment 8 Diposd Equipment 637 823 
Plant Sewers 42 
Oulfall Sewer Lines 
Other Plant 8 Misc Equipment 
Office Furniture 8 Equipment 
Computers 8 Sofbnrare 
Transportation Equipment 
Stores Equipment 
Tools. Shcp & Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Plant 

TOTALS S 455,064 S 455.092 

Adjustment 
Reauired 

(1 4) 
42 

5 28 

SUPWR TlNG SCHEDULE 
8-2. pages 3.2 - 3.8 



Line - No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 

29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

28 

Utility Source. LLC -Wastewater Division 
Test Year Ended December 31,2012 

Original Cost Rate Base Proforma Adjustments 
Adjustment 3 

Contributions-in-Aid of Construction (CIAC) and Accumulated Amortization 

Computed balance at end of test year 

Adjusted balance at end of test year 

Increase (decrease) 

Adjustment to CIACIAA ClAC 
Label 

SUPPORTING SCHEDULES 

8-2, page 5.1 
E- 1 

Exhibit 
Rejoinder Schedule 8-2 
Page 5.0 
Witness: Bourassa 

Gross Accumulated 
Q& Amortization 

$ 197,973 $ 86,715 

$ 197,973 $ 86,711 

$ $ 4 

$ $ (41 
3a 3b 



Utility Source. U C  - Warteuster Diviion 
Test Year Endad D m b e r  31, a12 
Conlribulonsn-ad of Coostrudh (CIAC) 

Line 
- NO. 

1 
2 
3 
4 
5 
6 
7 
6 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 

ClAC 

Amortuation Decbii  No. 70140 
Amortization Rate 
Amortkmion ( l a  y convention) 
Ammulaled hnortuat00 

Net ClAC 

ClAC 

Amorlealion Rate 
Amonrralion [ 112 y convention) 
Accumulaled hodua lon  

Ne1 ClAC 

197.973 197,973 197,973 197.973 

4.14% 4.18% 4.16% 4.16% 

197.973 197.973 197,973 

4.18% 
8.268 

70.178 

4.18% 
8,268 

78.446 

4.18% 
8.269 

86.715 



Utility Source. LLC -Wastewater Dlvkion 
Test Year Ended December 31,2012 

Original Cost Rate Base Proforma Adjustments 
Adjustment 4 

Customer OeDosits 
Line 
- No. 

1 
2 
3 
4 Staff recommended balance 
5 
6 
7 
8 Increase (decrease) 
9 
10 
11 
12 
13 
14 
15 
16 
17 

19 SUPPORTING SCHEDULES 
20 Testimony 
21 
22 
23 
24 
25 
26 
27 

29 
30 
31 
32 
33 
34 
35 

Book balance at end of test year 

i a  

2a 

Exhibit 
Rejoinder Schedule 5 2  
Page 6 
Wtness: Bourassa 

$ 5.065 

z 

s 5.065 



Utility Source. LLC -Wastewater Division 
Test Year Ended December 31,2012 

Computation of Working Capital 

Line 
- No. 
1 Cash Working Capital (118 of Allowance 
2 Operation and Maintenance Expense) 
3 Pumping Power (1124 of Pumping Power) 
4 Purchased Water (1/24 of Purchased Water) 
5 Prepaid Expenses 
6 
7 
8 
9 Total Working Capital Allowance 
10 
11 
12 Working Capital Requested 
13 
14 
15 
16 
17 
18 Total Operating Expense 
19 Less: 
20 IncomeTax 
21 Property Tax 
22 Depreciation 
23 Purchased Water 
24 Pumping Power 
25 Allowable Expenses 
26 118 of allowable expenses 
27 
28 
29 SUPPORTING SCHEDULES: 
30 E-1 

Ex hi bit 
Rejoinder Schedule 0-5 
Page 1 
Witness: Eourassa 

$ 16,175 
1,092 

527 

$ 17,795 

5 

Adiusted Test Year 
5 202,851 

$ (15.616) 
4,401 

45,791 
12,659 

RECAP SCHEDULES: 
6-1 

31 
32 
33 
34 
35 
36 
37 
38 
39 
40 



Line 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
4s 
46 

L!% 

Utility Source. LLC -Wastewater Division Exhibit 
Test Year Ended December 31.2012 

Income Statement 

Revenues 
Flat Rate Revenues 
Unmetered Water Revenues 
Other Water Revenues 

Operating Expenses 
Salaries and Wages 
Purchased Water 
Purchased Power 
Sludge Removal 
Chemicals 
Materials and Supplies 
Oflice Supplies and Expense 
Contractual Services - Accounting 
Contractual Services -Professional 
Contractual Services - Maintenance 
Contractual Services - Other 
Water Testing 
Rents 
Transporlation Expenses 
Insurance - General Liabiiity 
Insurance - Health and Life 
Reg. Comm. Exp. -Other 
Reg. Comm. Exp. -Rate Case 
Miscellaneous Expense 
Bad Debt Expense 
Depreciation and Amortization Expense 
Taxes Other Than Income 
Property Taxes 
Income Tax 

lotal Operating Expenses 
Operating Income 
Other Income (Expense) 

Interest Income 
Other income 
Interest Expense 
other Expense 

Total Other Income (Expense) 
Net Profit (Loss) 

SUPPORTING SCHEDULES: 
C-1. page 2 
E-2 

Test Year 
Adjusted 

f 
116,023 

5,261 
$ 121.264 

$ 

26,213 
12.659 
5.400 
7.187 
2,446 

20.135 
1,920 

46.650 
5,669 

3,250 
2.186 

10,000 
13.152 

45.744 

4.476 
(1 3.545) 

$ 193,541 
S (72.257) 

$ 
$ (72,257) 
P 

Rejoinder Schedule C-1 
Page 1 
Wtness: Bourassa 

Rebuttal Rebuttal 
Test Year Proposed Adjusted 
Adjusted Rate with Rate 

Adiustment Increase lncreasq 

$ - $  - $  - $  
116,023 209.436 325,458 

(1,820) 3,441 3,441 
$ (1,820) $ 119,464 f 209.436 $ 328,900 

- $  0 

8.858 

26,213 
12,659 
5.400 
7,187 
2,446 

20.135 
1,920 

46,650 
14.527 

(1,750) 1,500 
2.186 

6.667 16,667 
(2.366) 10.786 

48 45.791 

(75) 4,401 
(2.071) (15.616) 

26.213 
12,659 
5,400 
7.187 
2,446 

20,135 
1,920 

46,650 
14.527 

1.500 
2.186 

16.667 
10,766 

45.79t 

2,576 6,977 
32.628 17,012 

a 9,310 $ 202.851 S 35.204 $ 238,056 
5 (11,130) $ (83.387) $ 174.232 $ 90.844 

0 - s  - $  - s  
0 (83.387) S 174.232 S 90,844 

RECAP SCHEDULES: 
A- 1 



un 
Y 
2 
3 
4 
5 
6 
7 
8 
IO S 

12 11 

14 I5 
I 1  

I6 
I 7  
10 
19 
20 
21 
22 
23 
24 
25 
26 
21 
28 
29 
10 
32 31 

31 
u 
I5 
26 
17 
M 
19 
41 40 

42 43 

44 
45 

l0.W 
11.152 



26.213 2d.213 
12650 12.659 

7.117 7.167 

20.135 20.135 

5.400 5.400 

2.44 2.44 

1.920 1.920 

48M) 46.650 
14.527 14.527 

1.W 1.500 
2.186 2,lffi 

16,867 16.667 
10.786 10.786 

45.701 45.m 



Line 

1 
2 
3 
4 Revenues 
5 
6 Expenses 
7 
8 Operating 
9 Income 
10 
11 Interest 
12 Expense 
13 Other 
14 Income1 
15 Expense 
16 
17 Netlncome 
18 
19 
20 
21 
22 
23 
24 
25 Revenues 
26 
27 Expenses 
28 
29 Operating 
30 Income 
31 
32 Interest 
33 Expense 
34 Other 
35 Income1 
36 Expense 
37 
38 Netlncome 
39 
40 

& 

Utility Source. U C  -Wastewater Division 
Test Year Ended Oecamber 31,2012 

Adjustments to Revenues and Expenses 

Exhibit 
Rejoinder Schedule C-2 
Page 1 
Wness: Bwrassa 

Adiustments to Revenues and ExDenseS 
- 1 2 3 4 

~ 

Subtotal 
Depreciation Property Rate Case Revenue Water Auto 

Adiustment ExDense 
(1.820) (1.820) 

ExDenq Taxes ErDense 

4a (75) 6,667 6.858 (1,750) 13,747 

(48) 75 (6.667) (1,820) (8.858) 1,750 (15,567) 

(48) 75 (6.667) (1,820. (8,658) 1 I 750 (1 5,567) 

Adiustments to Revenues and Exoa nses 
11 - 7 B 9 24 - 

Intentionally Intentionally Intentionally 
Telephone Left Lefl Lefl Income 
!%E!xE? BkEk m 

Subtotal 

(1.820) 

(2,366) (2,071) 9,310 

2.366 2,071 (1 1,130) 

- -  

2,366 2 , 071 A (11,130) - - ~ - 



Line 
& 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 

Acct. 
EL 
351 
352 
353 
354 
355 
380 
36 1 
362 
363 
364 
365 
368 
367 
370 
371 
374 
375 
380 
381 
382 
389 
390 

390 1 
391 
392 
393 
394 
395 
396 
397 
398 

U t i l i  Source. LLC -Wastewater Divislon 
Test Year Ended December 31,2012 

Adjust~nenls to Revenues and Expenses 
Adpsltnent Number 1 

peoreciation ExDense 

Exhibit 
Rejoinder Schedule C-2 
page 2 
Mtness: Bourassa 

DescriDtion 
Organization Cost 
Franchise Cost 
Land and Land Rights 
Structures & Improvements 
Power Generation Equipment 
Collection Sewers - Force 
Collection Sewers - Gravity 
Special Collecting Structures 
SeNdeS to Customers 
FlowMeasuring Devices 
Flow Measuring Installations 
Reuse Services 
Reuse Meters and Meter Installations 
Receiving Wells 
Pumping Equipment 
Reuse Distribution Reserviors 
Reuse Transmission and Distribution 
Treatment 8 Disposal Equipment 
Plant Sewers 
Outfall Sewer Lines 
Other Plant & Misc  Equipment 
Office Furniture & Equipment 
Computers & Software 
Transportation Equipment 
Stores Equipment 
Tools. Shop & Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Plant 

Originrl - Cost 

105.000 
56.350 
2.879 

260.553 

60,375 

3.450 

903,992 

4,251 
421 

Nondepmlabld 
FUlhr hNt?Ci&ad 

(105,000) 

Adjusted 

&g 
Original 

58.350 
2.879 

260,553 

00.375 

3,450 

903.992 

4,251 
421 

&!2emS! 
&& 

0.00% 
0.00% 
0.00% 
3.33% 
5.00% 
2.00% 
2.00% 
2.00% 
2.00% 

10.00% 
10.00K 
2.00% 
8.33% 
3.57% 

10.000/0 
2.50% 
2.00% 
5.00% 
5.00% 
3.330/0 
6.67% 
6.67% 

20.00% 
20.00% 
4.00% 

10.00% 
10.00% 
5.00% 

10.00% 
10.00% 
10.00% 

Deoreclatlon 
EXDenSQ 

1.076 
144 

5,211 

1.208 

69 

45,200 

284 
64 

TOTALS S 1.397.271 S (105.000) S 1,292,271 
lO.c@% 

$ 54.075 

Less: Amortiration d Contributions 
Total Depredation Expense 

Adjusted Test Year Dfpeciation Expense 

Increase (decrease) in Depreciation Expense 

Adjustment to Revenues andlor Expenses 

UPPORTING SCHEDULE 

GrossClAC -Rate 
S 197,973 4.1845% S (8.284L 

t 45,791 

45,744 

48 

5 48 

'Fully Depreciated 



UUlity Source. LLC - Westenreter Division 
Test Year Ended December 31,2012 

Adjustment to Revenues and Expenses 
Adjustment Number 2 

Exhbii 
Rejoinder Schedul 
Page 3 
Witness: Bourasss 

ProDettv Taxes 

Line 
- No. DESCRIPTION 

1 Company Adjusted lest Year Revenues 
2 Weight Faclor 
3 Subtotal (Line 1 Line 2) 
4 Company Recommended Revenue 
5 Subtotal (Line 4 + Line 5) 
6 Number of Years 
7 Three Year Average (Line 5 I Line 6) 
8 Department of Revenue Mutilplier 
9 Revenue Base Value (Line 7 Line 8) 
10 Plus: 10% of CWlP (intentionally exduded) 
11 Less: Net Book Value of Licensed Vehicles 
12 Full Cash Value (Line 9 + Line 10 - Line 11) 
13 Assessment Ratio 
14 Assessment Value (Line 12 Line 13) 
15 Composite Property l ax  Rate - Obtained from ADOR 
16 Test Year Adjusted Property Tax Expense (Line 14 Line 15) 
17 l a x  on Parcels 
18 Total Property Taxes (Line 16 + Line 17) 
19 Adjusted lest Year Property Taxes 
20 Adjustment to Test Year Property Taxes (Line 18 - Line 19) 
21 

Test Year 
as adiusted 

$ 119,464 
2 

238.928 
1 19,464 
358.391 

3 
119.464 

2 
238.928 

421 
238.507 

20.0% 
47,701 

9.2262% 
$ 4.401 

$ 4.401 
5 41476 

Company 
Recommended 

$ 119,464 
2 

238.928 
328,900 
567,827 

3 
189,276 

2 
378,551 

421 
378.130 

20.0% 
75.626 

9.2262% 
$ 6,977 

22 Property l a x  on Company Recommended Revenue (Line 16 + Line 17) 
23 Company lest Year Adjusted Property Tax Expense (Line 18) 
24 Increase in Property Tax Due to Increase in Revenue Requirement 
25 
26 Increase in Property l a x  Due to Increase in Revenue Requirement (Line 24) 
27 Increase in Revenue Requirement 
28 Increase in Property Tax Per Dollar Increase in Revenue (Line 26 I Line 27) 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

5 6.977 
t 4,401 
$ 2,576 

f 2,576 
$ 209.436 

1.23016% 



Utility Source. LLC -Wastewater Division 
Test Year Ended December 31,2012 

Adjustment to Revenues and Expenses 
Adjustment Number 3 

Rate Case ExDense 

Line 
- No. 

1 
2 
3 Estimated Rate Case Expense 
4 
5 
6 
7 Annual Rate Case Expense 
8 
9 Adjusted Test Year Rate Case Expense 
I O  
11 Increase(decrease) Rate Case Expense 
12 
13 Adjustment to Revenue and/or Expense 
14 
15 
16 Reference 
17 Testimony 
18 
19 
20 

Estimated Amortization Period in Years 

Exhibit 
Rejoinder Schedule C-2 
Page 4 
Witness: Bourassa 

$ 50,000 

3 

$ 16,667 

$ 10.000 

$ 6.667 

$ 6,667 



Utility Source. LLC - Wastewater Division 
Test Year Ended December 31.2012 

Adjustment to Revenues and Expenses 
Adjustment Number 4 

Revenue Adiustment 

Line 
- No. 

1 
2 Revenue Adjustment 
3 
4 
5 
6 Total Revenue from Annualization 
7 
8 
9 
10 
11 Reference 
12 Staff Adjustment # 1 
13 
14 
15 
16 
17 

19 
20 

Adjustment to Revenue andlor Expense 

i a  

Exhibit 
Schedule C-2 
Page 5 
Witness: Bourassa 

$ (1,820) 

$ (1,820) 



U t i l i  Source. LLC -Wastewater Division 
Test Year Ended December 31,2012 

Adjustment to Revenues anti Expenses 
Adjustment Number 5 

water Testinq 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 Reference 
12 Staff Adjustment #3 
13 
14 
15 
16 
17 
18 
19 
20 

Staff Recommended Water Testing Expense 

Adjuste Test Year Water Testing Expense 

Adjustment to purchased power expense (rounded) 

Adjustment to Revenue and/or Expense 

Exhibit 
Schedule C-2 
Page 6 
Witness: Bourassa 

$ 14,527 

$ 5,669 

f 8 I 858 

8,858 



Utility Source. LLC -Wastewater Division 
Test Year Ended December 31.2012 

Adjustment to Revenues and Expenses 
Adjustment Number 6 

Auto Exoensq 

Line 
- No. 
1 
2 
3 Test Year Auto Expense 
4 
5 Staff Recommended Auto Expense 
6 
7 Adjustment to Revenues 
a 
9 
10 Adjustment to Revenue and/or Expense 
11 
12 Reference 
13 Staff Adjustment #3 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

Exhiba 
Schedule C-2 
Page 7 
Witness: Bourassa 

$ 1,500 

3,250 

5 (1,750) 

(1,750) 



Utility Source. LLC - Wastewater Division 
Test Year Ended December 31,2001 

Adjustment to Revenues and Expenses 
Adjustment Number 7 

Exhibit 
Schedule C-2 
Page 8 
Witness: Bourassa 

Teleohone ExPense 

Line 
- No. 

1 
2 Staff Recommended Telephone Expense 
3 
4 
5 
6 Adjustment to Revenues 
7 
8 
9 
10 
11 Reference 
12 Staff Adjustment #4 
13 
14 
15 
16 
17 
18 
19 
20 

Adjusted Test Year Telephone Expense 

Adjustment to Revenue andlor Expense 

5 2,366 

4,732 

$ (2,3662. 

$ (2,366) 



Utility Source. LLC - Wastewater Division 
Test Year Ended December 31,2001 

Adjustment to Revenues and Expenses 
Adjustment Number 8 

lntentionallv Lefl Blank 

Exhibit 
Schedule C-2 
Page 9 
Witness: Bourassa 

Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
16 
19 
20 



Utility Source. LLC - Wastewater Division 
Test Year Ended December 31,2012 

Adjustment to Revenues and Expenses 
Adjustment Number 9 

lntentionallv Left Blank 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 

9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

a 

Exhibit 
Schedule C-2 
Page 10 
Witness: Bourassa 



Line 
- No. 
1 
2 
3 
4 
5 
6 
7 

9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

a 

Utility Source. LLC -Wastewater Division 
Test Year Ended December 31,2012 

Adjustment to Revenues and Expenses 
Adjustment Number 10 

lntenlionallv Leff Blank 

Ex hi bit 
Schedule C-2 
Page 11 
Witness: Bourassa 





Utility Source. LLC -Wastewater Divislon 
Test Year Ended December 31,2012 

Adjustment to Revenues andlor Expenses 
Adjustment Number 11 

Exhibit 
Rejoinder Schedule C-2 
Page 12 
Witness: Bourassa 

Line 
- No. 

1 Income Taxes 
2 
3 
4 Compauted Income Tax 
5 
6 
7 
8 
9 
10 
11 
12 
13 SUPPORTING SCHEDULE 
14 C-3. page2 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 

Test Year Income tax Expense 
Adjustment to Income Tax Expense 

Test Year 
at ProDosed Rates 

Test Year 
at Present Rates 

5 115.616) $ 17.012 . .  
(I 3,545 j (15,616) 

$ (2,071) $ 32,628 



Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
a 
9 
10 
11 
12 

Utility Source. LLC -Wastewater Division 
Test Year Ended December 31,2012 

Computation of Gross Revenue Conversion Factor 

Exhibit 
Rejoinder Schedule (2-3 
Page 1 
Witness: Bourassa 

Description 
Combined Federal and State Effective Income Tax Rate 

Percentage 
of 

Incremental 
Gross 

Revenues 
15.773% 

Property Taxes 1.036% 

Total Tax Percentage 

Operating Income % = 100% - Tax Percentage 

16.809% 

83.191 % 

13 1 = Gross Revenue Conversion Factor 
14 Operating Income % 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 SUPPORTING SCHEDULES: 
26 C-3.page2 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

1.202 1 

RECAP SCHFDULES: 
A- 1 



Line 
&& 

1 0 0 ~  
15 l7W 
M n m  

O W O M (  
0 owox 

M 
60 59 

1 3 . W l X  

13.3401% 



Line - No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

Utilily Source, LLC -Wastewater Division 
Revenue Summary 

Test Year Ended December 31.2012 

Exhibit 
Rejoinder Schedule H-1 
Page 1 
Wness: Bovrassa 

Meter Size Classification 
314 Inch Residential 
314 Inch Commercial 
2 Inch Commercial 

Total Tota I Percent Percent 
Revenues Revenues of of 

at at Present Proposed 
Present Proposed Dollar Percent Water Water 
&!& Change pevenueg pevenues 

$ 92.479 $ 287.729 $ 195.250 211.13% 77.41% 87.48% 
114 740 626 547.81% 0.10% 0.22% 

23.698 3 6 . m  13,131 55.41% 19.84% 11.20% 

Subtotals of Revenues 
Revenue Annualizations: 
314 Inch Residential 

Subtotal Revenue Annual i t ion 

Total Revenues Wl Annwlization 
Mirc Revenues, as adjusted 
Reconciling Amount 
Total Revenues 

5 116,291 $ 325,298 $ 209.007 179.73% 97.34% 98.90% 

$ 173 $ 741 8 567 327.23% 0.15% 0.23% 

173 74 1 567 327.23% 0.15% 0.62% 

5 116.465 0 326.039 S 209,574 179.95% 97.49% 99.13% 
3.441 3.441 0.00% 2.88% 1.05% 
(442) (580) (138) 31.22% -0.37% -0.18% 5 119464 5 328900 S 209.436 175.31% 100.00% 100.00% 



Customer 
Line c)esdflcatlon 
MA m o r  Meter slpe 
1 314lnCh Residential 
2 314 Inch Commercial 
3 2lnch Commercial 
4 
5 
6 
7 
8 
9 
10 
11 
12 Totals 
73 
14 Actual Year End Number 
15 of Customers: 
16 
17 
18 
19 

Ut l l l~~ Source. LLC -Wastewater Dtvlslon 
Analysis of Revenue by Detailed Class 
Test Year Ended December 31.2012 

Exhibit 
Rejoinder Schedule K 2  
Page 1 
witness: Bourassa 

(a) 
Avereoe 

Numberaf cuaomen 
32/3112012Obnsumotlon mea Base 

Percant 
of 

- 
tQMw? AQu!uQSc3aQ!mm 

at AvereOe Doltar Purcent 
t&smnuu 

Rerent proposed 

50.83 211.13% 98.77% 
1 1,667 9.52 61.66 52.14 547.81% 0.31% 
3 1 15,286 658.29 1,023.04 364.75 55.41% 0.93% 

320 4.123 S 24.08 S 74.91 S 

324 

325 

100.00% 
a 



Line 

1 
2 
3 
4 
5 
6 
7 

9 
10 
11 
12 
13 
14 
15 
16 
17 

rda 

a 

i a  

customer 
Classificetion 

!xuamma 
3/4 Inch ResidenIial 
3/4 Inch Commercial 
2 Inch Commercial 

Totals 

Actual Year End Number 
of Customers: 

uullty Soume, LLC -Wastewater Divblon 
Analysis of Revenue by Detailed Class 
Test Year Ended December 31,2012 

Exhbi 
Rejoinder Schedule H-2 
Page 2 
Witness: Bourassa 

(8) 
Av-e 

Number of 
$&!Bmsm 

at 
12rJ1R012ConsumDtion Ea& Barn 

prowsedlncrpa~l Percent 
Median Present Propored Dolkv Percent of 

b m P Y a t A n r o u n t -  
98.77% 320 3,500 $ 20.44 $ 71.60 $ 51.16 250.30% 

1 1,500 s 8.57 $ 60.79 52.23 609.80% 0.31% 
3 65.000 371.15 761.75 390.60 105.24% 0.93% 

324 

325 
L 

100.00% 



wnty Wrm. LLC Dtulsbn 
Present and Pmposed Rates 

Test Year Ended December 31.2012 

Lum CusromwClmdtkdon 
h- Q 

1 MonalyUug.Chugefor: 
2 5/8~3/4lnch 
3 341nCh 
4 l h c h  
5 11/2(nch 
6 2 Inch 
7 31nch 
8 41mh 
9 6lnch 
10 
11 
12 All Meter Sizes 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 

pale DH 1 Gams of W a m  
Resdential 
Commercial and Industrial 
Car washes. laundmrnats. Commercial. Manufaclumg 
Hotels. Maels 
Restauarenls 
Industrial Laundries 
Waste haulers 
Resluaranl Grease 
Trealmenl Plant S M p  
Mud Sump Wasle 

5 584 

5.71 
7.66 
9.46 
8.39 

171.20 
149.80 
171.20 
535.00 

Exhid 
Rejoinder Schedule H-: 
Page 1 
Wilness: Bourassa 

m-.d mm 
5 53.00 

53.00 
132.50 
265.00 
424.00 
848.00 

1.32500 
2,650.00 

s. 5.31 

5.20 
6.97 
8.61 
7.63 

155.79 
136.32 
155.79 
486.85 



Line 
ML 

1 
2 
3 
4 
5 
6 
7 

9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

a 

Utlllty Source. LLC - westwater Mvlrlon 
Present and Praposed Rates 

Test Year Ended Decernber31.2012 

Exhibit 
Rejoinder Schedule H-3 
Page 3 
Witness: Bourassa 

After hwrs setvice charge will apply when service requested by customer after hours. 

'Removed 
PER RULE 

PER RULE 

PER RULE 
PER RULE 
S 40.00 
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Q. 
A. 

Q. 

A. 

For convenience, that testimony and my related schedules are contained in separate 

volumes. 

HAVE YOU UPDATED YOUR COST OF CAPITAL ANALYSIS? 

No. I updated my cost of capital analysis on my rebuttal testimony filed on October 

3, 2014. I updated my cost of capital in my rebuttal testimony because of the 

significant period of time between the Company’s direct filing and its rebuttal 

filing, I did not feel the need to provide an additional update at this time because 

my rebuttal update is approximately 1 month old. 

PLEASE SUMMARIZE YOUR RECOMMENDED REJOINDER COST OF 

DEBT AND EQUITY, AND YOUR RECOMMENDED REJOINDER RATE 

OF RETURN ON RATE BASE. 

I continue to recommend a cost of equity of 11.0 percent based on my most recent 

cost of capital analysis. The range of my rebuttal DCF, CAPM, and Build-up 

Method analyses is 9.0 percent to 11.6 percent with a mid-point of 10.3 percent. 

My opinion that a return on equity of 11.0 percent for USLLC given its size and 

greater risk compared to the public traded water utilities is conservative. The 

Company’s recommended capital structure consists of 0 percent debt and 100 

percent common equity as shown on Rejoinder Schedule D-1. Based on the 

Company’s recommended cost of equity and capital structure, the Company’s 

weighted cost of capital (“WACC“) is 11.0 percent, as shown on Rejoinder 

Schedule D- 1. 

2 
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I. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

11. 

Q* 

A. 

INTRODUCTION AND QUALIFICATIONS 

PLEASE STATE YOUR NAME AND ADDRESS. 

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive, 

Phoenix, Arizona 85029. 

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING? 

On behalf of Applicant Utility Source, LLC (“USLLC” or the “Company”). 

DID YOU ALSO PREPARE REJOINDER TESTIMONY ON RATE BASE 

ISSUES IN THIS DOCKET? 

Yes. My rejoinder testimony on rate base, income statement, revenue requiremenl 

and rate design is being filed in a separate volume at the same time as this 

testimony. In this volume, I present my cost of capital rejoinder testimony. Also 

attached are two exhibits, which are discussed below. 

SUMMARY OF TESTIMONY AND THE PROPOSED COST OF CAPITAL 

FOR THE COMPANY 

WHAT IS THE SCOPE OF THIS VOLUME OF YOUR REJOINDER 

TESTIMONY? 

I will provide responses as appropriate to the surrebuttal testimony of Staff witness 

Mr. John Cassidy and RUCO witness Mr. Robert Mease. This portion of my 

rejoinder testimony focuses on cost of capital issues. I will testify in support of 

USLLC’s proposed return on equity and rate of return on its fair value rate base 

(“FVRB”). I am sponsoring the Company’s D Schedules, which are attached to 

this testimony. There are 22 schedules that support my cost of capital testimony. 

As noted above, I am also sponsoring rejoinder testimony that addresses the 

Company’s rate base, income statement (revenue and operating expenses), required 

increase in revenue, and its rate design and proposed rates and charges for service. 

1 
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111. SUMMARY OF THE STAFF AND RUCO RECOMMENDATIONS 

Q. 

A. 

Q. 

PLEASE SUMMARIZE THE RESPECTIVE RECOMMENDATIONS OI 

STAFF AND RUCO FOR THE RATE OF RETURN ON FAIR VALUE 

RATE BASE. 

Staff continues to recommend a capital structure consisting of 0 percent debt an( 

100 percent equity.’ Staff ‘s updated cost of equity of 9.8 percent is based on thc 

average cost of equity produced by its DCF and CAPM models, a financial rid 

adjustment and an economic assessment adjustment (EM).’ Staff did no 

consider firm size or firm-specific risks in its analysis. Based on its capita 

structure recommendation, Staff determined the WACC for USLLC to be 9.8 

per~en t .~  

RUCO continues to recommend a capital structure consisting of 0 percenr 

debt and 100 percent e q ~ i t y . ~  RUCO’s updated cost of equity of 9.25 percent i 3  

based on the average cost of equity produced by its DCF and CAPM models a? 

wells as a Comparable Earnings analysis and a 70 basis point risk premium.‘ 

Based on its capital structure recommendation, RUCO determined the WACC fo1 

USLLC to be 9.25 percent.6 

PLEASE COMPARE THE PARTIES’ RESPECTIVE COST OF EQUITY 

ESTIMATES AND RECOMMENDATIONS, 

’ See Surrebuttal Testimony of John A. Cassidy (“Cassidy Db.”) at 16. Staff Surrebuttal Scehydule JAC-3, 
2 Id. at 17. 
3 Id. at 17. 

See RUCO Surrebuttal Schedule RBM-I . 
5 See RUCO Surrebuttal Schedule RBM-2. 
6 See Surrebuttal Testimony of Robert €3. Mease (“Mease Sb.”) at 1 .  

3 
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A. 

Q. 

A. 

The respective parties’ cost of equity recommendations are summarized below: 

Financial 
Build- RiskEAA 

partv - DCF CAPM Up/CE Average /Other Adiusted Recommended 

USLLC 9.6% 9.7% 11.5% 10.3% N/A 10.3% 11.0% 

Staff 9.2% NIA N/A 9.2% 0.6% 9.8% 9.8% 

RUCO 8.7 1 7.24 9.8 8.55 0.7% 9.25 9.25% 

HAVE YOU UPDATED THE FORECASTS OF COMMON EQUITY 

RETURNS AND CURRENTLY AUTHORIZED RETURNS? IF SO, HOW 

DO THEY COMPARE TO THE RECOMMENDATIONS OF STAFF AND 
RUCO? 

Yes. And, the recommendations of the Staff and RUCO continue to be much 

lower. VaZue Line (October 17,2014) shows actual and projected returns on equity 

for the water utilities: 

Comuany Actual 

- 2013 

American States Water (AWR) 12.7% 

Aqua America (WTR) 13.4% 

California Water (CWT) 7.9% 

Connecticut Water (CTWS) 9.2% 

Middlesex Water (MSEX) 8.7% 

SJW Corp. (SJW) 7.3% 

4 

2014 2015 

11.5% 12.5% 

13.5% 14.5% 

8.0% 9.0% 

9.5% 10.0% 

9.0% 9.5% 

7.5% 8.0% 

201 7-19 

12.5% 

14.0% 

10.0% 

10.0% 

9.5% 

8.0% 
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Q* 

A. 

York Water. (YORW) 9.3% 1 1 .O% 12.5% 12.5% 

Averages 9.8% 10.0% 10.9% 10.9% 

The currently authorized ROES for the sample water utility companies as reported 

by AUS Utility Reports (November 2014) average 10.03 percent. They are as 

follows: 

Company 

American States Water (AWR) 

Aqua America (WTR) 

California Water (CWT) 

Connecticut Water (CTWS) 

Middlesex Water (MSEX) 

SJW Cow. (SJW) 

York Water. (YORW) 

Average 

9.99% 

10.29% 

9.99% 

9.75% 

10.15% 

9.99% 

NM 
10.03% 

DO YOU STILL MAINTAIN THE VIEW THAT THAT USLLC’S COST OF 

EQUITY IS HIGHER THAN THE PUBLICLY TRADED UTILITIES? 

Yes. Besides the obvious liquidity risk (lack of liquidity of investment), smaller 

utilites face the risks of a smaller customer base, limited financial resources, lack 

of diversification across the customer base and geography.’ The business risk 

Annin, Micheal, “Equity and the Small-Stock Effect”, Financial News, Public Utilities Fortnightly, October 15, 7 

1995.; 113, 19, pg. 42. 

5 
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IV. 

Q. 

A. 

Q- 
A. 

measures such as the coefficient of variation in earnings and operating leveragc 

demonstrate (quantitatively) that smaller utilites, like USLLC are more risky thar 

the publicly traded utilites. * 
REJOINDER TO THE COST OF EQUITY RECOMMENDATIONS O€ 

STAFF AND RUCO 

A. 

PLEASE RESPOND TO MR CASSIDY’S CRITICISMS (ON PAGE 2) OE 

YOUR TESTIMONY THAT THE DCF MODEL PRODUCES ESTIMATES 

OF COMMON EQUITY COSTS ARE CONSISTENT WITH INVESTORS‘ 

EXPECTED RETURN ONLY WHEN THE STOCK PRICE AND BOOK 

VALUE ARE REASONABLY SIMILAR 

Mr. Cassidy’s testimony mischaracterizes the main point of my testimony. I dc 

state the we should be concerned with the applicability of the DCF under currenl 

market conditions? That said, my example provided on page 10 was tc 

demonstrate that the application of the DCF model produces estimates of the cos1 

of equity that are consistent with investor expectations & when the market price 

of a stock and the stock’s book value are approximately the same.‘’ 

CAN YOU DEMONSTRATE THIS ANOTHER WAY? 

Yes. Dr. Morin provides a simple numerical illustration demonstrating the impact 

of market-to-book (“M/B”) ratios on the DCF market return in his book, New 

Regulatory Finance. I have included a copy of this analysis as Rejoinder Exhibit 

Responses to Staff’s Surrebuttal Testimonv 

TJB-COC-RJ1. 

See Direct Testimony of Thomas J. Bourassa (“Bourassa D.”) at 23-26. 

Bourassa Rb. at 11-12. 

lo Bourassa Rb. at 10. 
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Q. 

A. 

Q. 

DOES THE FACT THAT STAFF’S UPDATED DCF COST OF EQUITY IS 

NOW 9.2 PERCENT CHANGE YOUR OVERALL ANALYSIS AND 

CONCLUSIONS DRAWN FROM YOUR EXAMPLE? 

No. Restating my example using Mr. Cassidy’s updated average DCF estimate of 

9.2 percent, USLLC would still have no realistic opportunity to actually earn 

Mr. Cassidy’s market-based rate of return. For example, the average market price 

per share of his proxy group is $25.25” and the average book value per share is 

$ 12.50.12 Under these circumstances, Mr. Cassidy’s 9.2 percent market-based cost 

rate implies an annual return per share of $2.3213 consisting of $0.73 in dividends14 

and $1.59 in growth (market-price appreciation).” However, application of a 9.2 

percent return rate to book value per share ($12.50) produces an opportunity to 

earn a total annual return of just $1.15.16 With annual dividends of $0.6917, the 

utility could reasonably expect market-price appreciation of $0.4618, or only 1.82 

percent 19. 

WHAT ABOUT MR. CASSIDY’S ASSERTION THAT YOU SHOULD 

HAVE USED WEIGHTED AVERAGE STOCK PRICES AND BOOK 

VALUES? 

Average of stock prices for Cassidy proxy group at September 28,2014. I I  

’* Average of book value per share as of December 31,2013, as reported by Value Line. 
I 3  9.2 percent times $25.25. 

I4 Average adjusted dividend yield (Do) for Cassidy proxy group of 2.9 percent times the average stock price of 
$25.25. 

I s  Implied growth of 6.3 percent (the return of 9.2 percent less adjusted dividend yield of 2.9 percent) times the 
average stock price of $25.25. 
l6 9.2 percent times $12.50. 

$1.15 times average payout ratio of 60% 
$1.15 minus $0.69. 

17 

18 

l9 $0.46 divided by $25.25. 
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A. Putting aside the fact that Mr. Cassidy provides no theoretical or authoritative 

support for his position, and assuming he is correct that weighted averages of the 

stock prices and book values per share based upon market capitalization shoulc 

have been used, the results of the analysis are similar to the results using the simple 

averages of the stock price and book value per share. More importantly, the 

conclusion drawn from the analyses are the same; that USLLC would still have nc 

realistic opportunity to actually earn Mr. Cassidy’s market-based rate of return. 

Again, restating my example using Mr. Cassidy’s updated average DCF 

estimate of 9.2 percent and using market capitalization weighted averages for the 

stock price and book value, USLLC would still have no realistic opportunity to 

actually earn Mr. Cassidy’s market-based rate of return. For example, the 

weighted average market price per share of his proxy group is $24.9420 and the 

weighted average book value per share is $10.8 1 .21 Under these circumstances, 

Mr. Cassidy’s 9.2 percent market-based cost rate implies an annual return per share 

of $2.2922 consisting of $0.72 in dividends23 and $1.57 in growth (market-price 

appre~iation).~~ However, application of a 9.2 percent return rate to book value per 

share ($10.81) produces an opportunity to earn a total annual return of just $0.99?5 

2o Weighted average, of stock prices for Cassidy proxy group at September 28, 2014 based upon market 
capitalization. 
21 Weighted average of book value per share as of December 31,2013 based upon market capitalization, as reported 
by Value Line. 

22 9.2 percent times $24.94. 
23 Average adjusted dividend yield (DO) for Cassidy proxy group of 2.9 percent times the average stock price of 
$24.94. 
24 Implied growth of 6.3 percent (the return of 9.2 percent less adjusted dividend yield of 2.9 percent) times the 
weighted average stock price of $24.94. 
25 9.2 percent times $10.8 1 .  
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Q. 

A. 

Q. 

A. 

With annual dividends of $0.5026, the utility could reasonably expect market-pricc 

appreciation of $0.49*’, or only 1.96 percent2*. 

WHAT WOULD HAPPEN TO THE STOCK PRICE IF INVESTOR5 

RECEIVE A DVIDEND OF JUST $0.50? 

It would decline signifcantly. Let me explain. Using the previous example, i 

investors expect a dividend of $0.72 based upon a dividend yield of 2.9 percent anc 

a market price of $24.94, but investors only get a dividend of $0.5029, then the 

market price of the stock must necessarily decline to $17.24j0 ($7.70 per share) 

This is because investors expect a dividend yield of 2.9 percent but the actua 

dividend paid ($0.50) provides only a dividend yield of 2.0 percent. The stock 

price would hrther decline because investors would not receive the growth in t h e  

stock price they expect. In other words, investors would not receive their expectec 

return on the price they paid for the stock and the market price will be driven down 

to book value so that investors will achieve their expected return. 

PLEASE RESPOND TO MR. CASSIDY’S TESTIMONY (ON PAGES 3 AND 
4) THAT THE FINANCIAL RISK FOR THE PUBLICLY TRADED 

COMPANIES IS HIGHER THAN THAT FOR USLLC. 
I agree. I have considered USLLC’s lower financial risk in my recommendation of 

an 11.0 percent cost of equity for USLLC.3’ Business and financial risk, while 

separate risks, are interrelated. Specifically, a common equity investor may seek 

26 $0.99 times weighted average payout ratio of 5 1 % 

$0.99 minus $0.50. 
$0.49 divided by $24.94. 
$0.99 times weighted average payout ratio of 51% 

27 

t8 

19 

’O $0.50/2.9 percent 
I ’  See Direct Testimony of Thomas J. Bourassa (“Bourassa Dt.) at 28. 

9 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 
0 106807 

Q. 

A. 

Q. 

to offset exposure to high business risk by investing in a firm perceived to have E 

low degree of financial risk. Studies show that smaller firms tend to offse 

business risk with lower financial risk. A study by Scott and Martin3* founc 

statistically significant results for unregulated firms in twelve industries thai 

"smaller equity ratios (higher leverage use) are generally associated with large] 

companie~".~~ One should expect unregulated enterprises to seek the best balana 

between debt and equity to obtain the lowest overall cost of capital. The findings ol 

Scott and Martin suggest smaller firms found it prudent to offset higher bushes5 

risks related to being small by reducing financial risk. This evidence suggests the 

least cost equity ratio for USLLC should be higher than the average equity ratio fo1 

the utility proxy group. 

IS USLLC'S LACK OF FINANCING FLEXIBILITY ALSO A SOURCE OF 

ADDED RISK? 

Yes. Because USLLC is not publicly traded, it does not have access to equity 

markets available to publicly traded utilities in the water proxy group. This lack of 

financing flexibility increases risk because USLLC has to rely on fewer sources of 

capital. By contrast, utilities in the water proxy group utilities sample have the 

flexibility to issue shares of equity in vast equity markets to keep their capital 

structures in balance and raise additional capital Erom external sources. 

DID YOU STATE IN YOUR REBUTTAL THAT STAFF HAS NOT 
EXPLAINED ITS REASONS FOR NOT CONSIDERING THE CAPM? 

32 Scott and Martin, "Industry Influence on Financial Structure,'' Financial Management, Spring 1975, pp. 67-71 

Id. p. 70. 33 
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A. 

Q. 

A. 

Q. 

No. I did sugguest a possible reason for Staff’s decision to not use the CAPM.3 

That is, the CAPM using the Staff inputs produce distortions in the results whicl 

cannot pass the reasonableness test. This reason fits into Staff‘s rather vagur 

explanation of why it did not consider its CAPM. 

WHY DO YOU FIND STAFF’S EXPLANATION FOR NO1 

CONSIDERING THE CAPM VAGUE? 

For at least three reasons. First, Staff does not explain what it means bj 

“continuing divergence” fiom its DCF and does not explain the conditions undei 

which its CAPM results are acceptable to Staff. Rejecting the CAPM at Staff: 

convenience seems to me to be a results oriented approach. Second, implied in the 

Staff explanation is the notion that its CAPM must produce results similar to it2 

DCF results. Instead of examining the reasons and possible flaws in its CAPM 

approach (or even the DCF for that matter) and adjusting its approach, it simplq 

abandons its CAPM until such time as Staff deems its CAPM results to be 

reasonable. Third, by using its DCF results as its “benchmark” and only using its 

DCF model to base its recommendation in the instant case, Staff is suggesting t h e  

only correct way to measure the cost of equity is with its DCF. Again, this seems 

to me to be a results oriented approach. As Dr. Morin states,”when measuring 

equity costs, which essentially deals with the measurement of investor 

expectations, no single methodology provides a foolproof panacea.” 35 

PLEASE RESPOND TO MR. CASSIDY’S TESTIMONY (ON PAGE 7) 

THAT MODIFYING YOUR CURRENT MARKET RISK PREMIUM 

METHODOLOGY IS SELF-SERVING. 

34 Bourassa Rb. at 18. 
35 Roger A. Morin. New Regulutoty Finance, Public Utility Reports, Inc., 2006. pp. 428-429. 
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A. 

Q* 

I have a three responses. First, I have modified my approach to estimating the cos 

of equity over the years, many of which were compromises based upon the Staf 

criticisms of my methods. Second, in the recently filed Quail Creek Water ratc 

case (Docket No. W-02514A-14-0343) I am recommending a current market risl 

premium (“MRP”) method which is similar to the one I propose in this case. 

have done so because I believe it is superior to the method using pricc 

appreciation?6 That said, when I find better methods to estimate the cost of equity 

I use them. A perfect example has been my use of the build-up method in mort 

recent cases. Third, using the projected EPS and DPS growth is more consisten 

with the underlying requirements of the DCF method used to compute the cunen 

market risk premium (“MRP”). After-all, Staff uses EPS and DPS growth in it: 

own DCF model. Third, Staff has historically used the spot 3-5 year prict 

appreciation for estimating the current MRP. Putting aside my concerns about thc 

volatility of this rneth0d,3~ based on the the recent Value Line Investment Survel 

Summary and Index (October 24,2014) Staffs estimate of the current MRP woulc 

be at least 8.8838 percent, which is 55 basis points higher than my current MRF 

estimate of 8.33 percent.” 

MR. CASSIDY ASSERTS (ON PAGE 10) THAT THE CURRENT MARKET 
RISK PREMIUM METHOD YOU EMPLOY IS NOT CONSISTENT WITH 

DR. MORIN’S STUDY. PLEASE RESPOND. 

Bourassa Rb. at 2. 
Bourassa M. at 39. 
Using median dividend yield of 2.2 percent, median price appreciation is 45 percent (annualized growth of 9.73 

percent), and spot long-term U.S. Treasury rate of 3.05 percent, the DCF based estimate produces an expected markei 
return of 11.93%. Subtracting the spot long-term U.S. Treasury rate produces an 8.88 percent current market risk 
premium (1 1.93-3.05%). 
39 See USLLC Rejoinder Schedule D-4.11. 

36 

37 
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A. Mr. Cassidy mischaracterizes Dr. Morin text. In describing the study upon, whicl 

Dr. Morin’s example is based, Dr. Morin does not stop at describing the expectec 

market return fiom the study as the sum of the spot dividend added to the averagt 

diviendeds and earnings forecasts. Dr. Morin goes on to statew, 

common 

Recognition o quarterly dividend payments, and an 

dividend yield (e.g. DdPd brought this estimate to 
abount 13.6% ....( emphasis added) 

expected divi d end yield (e.g. DJPd rather than a spot 

Mr. Cassidy’s selected quote gives one the impression that Dr. Morin on14 

described the approach as using a spot dividend yield and is completely 

misleading. Recognition of the expected dividend yield is embedded in t h e  

standard DCF model (K = DIPo -t g) and Dr. Morin’s statement above is entirely 

consistent with it.4’ I would note that Dr. Morin also describes recognizing the 

impact of quarterly dividends (time value of money on dividend payments) which 

increased the expected aggregate market return. Dr. Morin discusses quarterly 

dividends and the impact on the cost of equity at length in his textbook, New 

Regulatory Finance.42 

40 Morin, p. 166. 
4 ’  Morin, p. 254. 
42 Morin, p. 282 and pp. 343-349. 
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Q9 

A. 

Q. 

A. 

DOES YOUR METHOD REFLECT QUARTERLY DIVIDEND 

PAYMENTS? 

No. Had I done so, my current MRP would have been higher. 

DOES DR. MORIN RECOMMEND THE USE OF A SPOT LONG TERM 

U.S. TREASURY YIELD IN THE CAPM AS MR. CASSIDY SUGGESTS 

(ON PAGE ll)? 

No. Again, Mr. Cassidy mischaracterizes Dr. Morin’s text. The text Mr. Cassidq 

cites says nothing about a spot yield, rather that yields on long-term U.S. Treasurq 

bonds should be used. This could be a spot yield or a forecast yield. That said, Dr. 

Morin 

At the conceptual level, given that ratemaking is a 
forward-lookin process, interest rate forecasts are 

the determination if the cost of equity, such as the 
CAPM, are prospective in nature and require 
expectational inputs. 

prefereable. hf oreover, the conceptual models used in 

I employ expected yields on long-term U.S. Treasuries rather than spot yields 

which is entirely consistent with the quotation of Dr. Morin’s text by Mr. Cassidy 

and Dr. Morin’s quotation above. Mr. Cassidy’s assertion that my historical 

CAPM and my current MRP CAPM is overstated is unfounded.44 

~ ~~ 

Morin, p. 172. 
44 Cassidy Sb. at 1 1. 

43 
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Q. 

A. 

Q* 

A. 

DOES M R  CASSIDY DISPUTE THAT THE RELATIVE MEASURES OF 

BUSINESS RISK (THE COEFFICENT OF VARIANCE OF EARNINGS 

AND OPERATING LEVERAGE) ARE NOT VALID BUSINESS RISK 

MEASURES? 

No. And, despite this quantitative evidence, he does not believe USLLC is more 

r i sky  than the water proxy group as mea~ured.4~ Mr. Cassidy simply dismisses the 

evidence by making the statement that businesses in the same lines of business tend 

to experience the same fluctuations in business cycles.46 I take this to mean Mr 

Cassidy believes that an investment in Hyatt Worldwide Holdings has the same 

business risk than a small mom and pop hotel in central Phoenix. This defies 

common sense. That said, Mr. Cassidy goes on to state “as a regulated public 

water utility one would expect USLLC’s exposure to business risk to be essentially 

the same as that of regulated publicly-traded ~tilities”.~’ Putting aside my earlie1 

comment about common sense, I am sure Mr. Cassidy is well aware of the 

financial difficulties encounted by the smaller utilities in Arizona. In fact, this 

Commission has recognized the problems associated with small water utilities in 

Arizona.48 

DO SMALLER UTILITES TYPCALLY HAVE HIGHER RELATIVE 

BUSINESS RISK AS REFLECTED IN THESE TWO MEASURES? 

Yes. I began computing the co-efficent of variance of earnings and operating 

leverage in the past few years for utilities who I assisted in filing rate cases. 

42 Cassidy Sb. at 13 and 14. See also Bourassa Dt. at 

Cassidy Sb. at 15. 
47 Cassidy Sb. at 15. 

Decision 62993, dated November 3,2000. 

46 
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Q* 

A. 

Q. 

A. 

Consistently, the smaller firms have had higher business risk relative to the public 

traded companies.49 Mr. Cassidy may disagree with how much more risky a 

smaller utility is compared to the water proxy group, but he cannot say that smaller 

utilities have the same business risk. 

DOES THE FACT THAT UTILITIES ARE REGULATED ELIMINATE 

SMALL FIRM RISK? 
No. Utilities are granted an opportunity to earn a return. They are not guaranteed a 

return. Smaller utilities are less likely to achieve their authorized return and miss 

the mark by a greater degree than the larger publicly traded utilities. The higher 

co-efficient of variance on earnings and operating leverage are, in part, a reflection 

of that. 

PLEASE RESPOND TO MR. CASSIDY’S TESTIMONY (ON PAGES 13 

AND 14) REGARDING THE STUDY PERFORMED BY MS. WONG? 

Mr. Cassiy has not explained why Dr. Zepp’s criticisms regarding Ms. Wong’s 

study are wrong, why Dr. Zepp’s study and his conclusions regarding smaller water 

utilities are wrong, nor why the conclusions of the California Public Utilities 

Commission regarding the higher risks of smaller utilities are wrong. Mr. Cassidy 

simply dismisses all the evidence on small size and risk premiums by relying on 

one single and obscure study by Ms. Wong. 

e.g. Las Quantas Serenas Water Company (ACC Docket No. W-01583A-13-0113); Quail Creek Water Company 
(ACC Docket No. W-02514A-14-0343); Lago Del Or0 Water Company (Docket No. W-O1944A-13-0215); Payson 
Water Company (ACC Docket No. W-03514A-13-0111); Libery Utilities (Pine Bluff Water), Inc. (Arkansas Public 
Service Commission Docket No. 14-0204); Alaska Power and Telephone (Regulatory Commission of Alaska 
Docket No. U-14-002); and Municipal Light and Power (Regulatory Cornmission of Alaska Docket No. U-13-184). 

49 
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Q. 

A. 

Q* 

A. 

DO YOU HAVE ADDITIONAL EVIDENCE THAT SMALLER UTILTIEE 

ARE MORE RISK THAN LARGER UTILITIES? 

Yes. Attached as Rejoinder Exhibit TJB-COC-RJ2 is an article by Michea. 

Annin, “Equity and the Small-Stock Effect”, FinanciaZ News, Public Utilities 

Fortnightly, October 15, 1995. In a study prepared by Mr. Annin, he showed tha1 

the smaller utilities had higher returns than larger utilities as estimated by t h c  

CAPM. He also noted the CAPM’s inability to account for all the risks of stocks. 

particularly for smaller firms. He found that adding a small company risk premium 

increased the traditional CAPM return by 400 basis points for smaller utilities. 

MR. CASSIDY NOTES THAT THE COMMISSION HAS NOT 
PREVIOUSLY ADOPTED A SMALL COMPANY RISK PREMIUM, 

PLEASE COMMENT? 

I have three comments. First, I am not sure that is necessarily true. This 

Commission has adopted equity returns for small utilities in the past which were 

not specifically adjusted for financial risk even though there were large differences 

in capital structures between the utility and the water proxy group. In the instant 

case, Staff states that it has not adjusted for financial risk even though it has a 100 

percent equity capital structure and the water proxy group is approximately 48 

percent debt and 52 percent equity because of USLLC’s lack of access to the 

capital marketsm By not reducing the cost of equity is, in essence, at least a 

partial recognition of the additional risks of an investment in USLLC. Second, 

whether the Commission calls it a small company risk premium or company 

specific risk premium, the quantitative evidence discussed previously shows that 

~~ - ~- 

See Direct Testimony of John A. Cassidy (“Cassidy Dt,”) at 27. 50 
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A. 

Q. 

A. 

USLLC is more risky relative to the publicly traded utilities and by a significanl 

amount. The Hope and Bluefleld standards cannot be met without recognition oi 

this higher risk. 

B. 

PLEASE COMMENT ON MR. MEASE’S TESTIMONY (ON PAGE 2) 

Response to RUCO’s Surrebuttal Testimony 

THAT THE MARKET-TO-BOOK RATIO LESS THAN ONE IMPLIES 

EXCESSIVE RETURNS AND A MARKET-TO-BOOK RATIO OF 

GREATER THAN ONE UNDESTAES THE COST OF EQUITY IS A 

MYTH? 

As discussed earlier (at page 9) and demonstrated in Rejoinder Exhibit TJB- 
COC-RJ1, the DCF method understates the fair return on book equity since il 

produces a capitalization rate, if applied directly to book equity, and will produce a 

market price equal to book value. Mr. Mease provides no authoritative or 

theorectical support for his “belief’ that this is a myth. 

HAS MR. MEASE EXPLAINED WHAT A COMPOSITE MEDIAN IS AND 

WHY HE CHOSE THE DCF COMPOSITE MEDIAN RESULT OVER THE 

DCF MEAN OR THE DCF MEDIAN RESULT? 

No. Mr. Mease explained how he computed the composite median of 8.7 percent, 

but he has not explained what it represents or why he chose it over the other 

composite median results in Surrebuttal Schedule RBM-3. He has also not 

explained why he chose this particular composite median over the mean, median, 

or even the composite means shown on his schedule. 

DO YOU HAVE ANY RESPONSE TO MR MEASE’S SURREBUTTAL 
TESTIMONY REGARDING HIS CAPM? 

18 
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A. 

Q. 

A. 

Q. 

A. 

No. I have expressed my concerns over Mr. Mease’s inputs extensively in m! 

rebuttal testimony.” Mr. Mease has not provided anything new to support hi! 

position(s). 

DO YOU HAVE ANY RESPONSE TO M R  MEASE’S SURREBUTTAI 

TESTIMONY REGARDING MS. WONG’S STUDY AND THE 

COMMISSION’S REJECTION OF SMALL COMPANY RISK PREMIUMS 

IN THE PAST? 

My response would be similar to my earlier comments (at pages 15- 18) regarding 

Ms. Wong’s study, the higher business risk of USLLC compared to the publiclj 

traded utilities, and the Commission’s past decisions on small company risk 

premiums. 

DOES THAT CONCLUDE YOUR REJOINDER TESTIMONY ON COS? 

OF CAPITAL? 

Yes. Although my silence on other positions of the other parties in this case on cost 

of capital that were not addressed in my rejoinder testimony does not constitute 

agreement with them. 

Bourassa Rb. at 24-3 1.  5 1  
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Exhibit 
Rejoinder Schedule D-1 
Page 1 
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ProieQed Caonal Structu re 

Percent 
Dollar Of Cost Weighted 
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0.00% 0.00% 0.00% 

AmQYLl! 

3.649.952 100.00% 11.00% 11.00% 

11.00% 

StockholdeVs Equlty 3.722.209 1oo.M)9c 11.00% 11.00% 

- Totals 3.722.209 100.00% - -  11.00% 3,- 
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Page 1 
Mness: Bourassa 

End of Test Year End of Projected Year 

Arnwnl Annual 
Outstandinq 

Interest 
&& 

O.OOO% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 

Weighted Amount Annual 
!&a Outstandina !!&& 

0.000% 
0.000% 
0.000% 
O.OW% 
0.000% 
0.000% 
0.000% 
0.000% 
0.000% 

0.000% 0 
- i l c  

Interest Weighted 
!%&!ail 
0.000% 0.000% 
0.000% 0.000% 
0.000% 0.ooOoh 
0.000% 0.000% 
0.000% 0.000% 
0.000% o.ow/o 
0.000% 0.000% 
o .ow0 0.000% 
0.000% 0.000% 

0.000% - 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Utility Source, U C  
Test Year Ended December 31,2012 

Cost of Preferred Stock 

Exhibit 
Rejoinder Schedule 0-3 
Page 1 
Wmess: Bourassa 

End of Proiected Year End of Test Year 

Description Shares Dividend Shares Dividend 
of Issue Outstanding Amount Requirement Outstanding Amount Requirement 

NOT APPLICABLE, NO PREFERRED STOCK ISSUED OR OUTSTANDING 

SUPPORTING SCHEDULES: 
E-1 

RECAP SCHEDULES: 
D-1 



Utility Source, LLC 
Test Year Ended December 31,2012 

Cost of Common Equity 

Exhibit 
Rejoinder Schedule D-4 
Page 1 
Witness: Bourassa 

Line 
No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
1 1  
12 
13 
14 
15 
16 
17 SUPPORTING SCHEDULES: 

The Company is proposing a cost of common equity of 

18 E-I 
19 0-4.1 to 0-4.18 
20 

11.000/0 . 

RECAP SCHEDULES: 
D- 1 



Line 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

rk 

Utility Source, LLC 
Summary of Results 

Exhibit 
Rejoinder Schedule 04.1 
Wness: Bourassa 

DCF Constant Growth Estimates' 

CAPM Estimates' 

Build-up Method Estimates' 

Mid-point 

Recommended Cost of Equity' 

1 See Rejoinder Schedule 0-0-8 
2 See Rejoinder Schedule P4.12 
3 See Rejoinder Schedule D-4.18 
' Testimony 

Median 
BQW 

9.0% 

9.7% 

11.6% 

10.3% 

11 .O% 



Line 
- No 

1 

2 
3 
4 
5 
6 
7 

9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

a 

Wllty source. LLC 
Selected Chancter(stlc8 of Sample Group of Water UtllHles 

Comoanv’ 
1. American Stales 
2. Aqua America 
3. Carifwnia Water 
4. Connecticut Water 
5. Middlesex 
6. SJWCorp. 

Average 

Utility Source. LLC 
(Adjusted as ofDecember31.2012) 

21 
22 
23 
24 
25 

‘AUS u t ~ y  Repons (September 2014) 

% Water 
Revenues’ 

71% 
98% 
100% 
1M)% 
88% 
95% 

92% 

1Wh 

Exhlbft 
Rejolnder Schedule D-4.2 
Wbraso: Bourassa 

Operating Net 
Revenues Plant 
(millions)‘ (millions)’ 

s 458.4 s 988.7 
S 770.9 S 4.233.8 
S 587.0 S 1,539.5 
S 94.9 S 403.0 
S 115.1 S 451.4 
S 277.5 S 915.0 

S 364.0 S 1,435.4 

S 0.3 S 4.0 

SIP 
Bond 

Bg&Ql 

A+ 
AA- 
AA- 
&A- 

A 
A 

NR 

Moodfs 
Bond 
mi!d 
Az 
NR 
NR 
NR 
NR 
NR 

NR 

Allowed 
LQwa! 

9.99 
10.29 
9.99 
9.75 
10.15 
9.99 

10.03 

Book 
ROE (%I 

12.30 
14.60 
7.90 

11.10 
8.90 
6.70 

10.25 



!!kL 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

utility source, LLC 
Capital Structures 

ComDanv 
1. American Stales 
2. Aqua America 
3 California Water 
4. Connecticut Water 
5. Mlddlesex 
8 SJWCorp. 

Average 

UtiMy Source. LLC 
(Adual December 31,2012) 

' Value Line Analyzer Data (September 28.2014) 
2 Adjusted Per Rejoinder Schedule Dl 

BO& value' 
Long-Term Common 

M EQLIitY 

39 8% 60.2% 
48.9% 51.1% 
41.6% 58.4% 
47.0°/. 53.0% 
40.7% 59.3% 
51.0% 49.0% 

44.8% 55.2% 

0.0% 100.0% 

Exhibit 
Rejoinder Schedule 04.3 
Witness: Bourassa 

Market Value' 
Long-Term Common 

Qm m!tY 
21.5% 78.5% 
25.9% 74.4% 
28.0% 72.00/0 
32.7% 67.3% 
29.0% 7 1 .OX 
38.1% 61.9% 

29.2% 70.8% 

N/A NIA 



Line 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
16 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

29 

Comwnv 
1. Ameriutn Stales 
2. Aqua America 
3. California Water 
4. Connecticut Water 
5 Miidktsex 
6 SJW Corp. 

GROUP AVERAGE 
GROUP MEDIAN 

Wllty Source. LLC 
Comparlronr of Past and Future E rUmater of 0 rwvth 

F'ivweJr h iUgrical av- a nnurl c h m  
Book 

price' & & &  
16.07% 6.50% 13.00% 6SO% 
11.70% 6.00% 11.00% 7.00% 
4.27% 4.50% 4.00% 1.50% 
12.77% 8.00% 8.00% 2.00% 
8 36% 3.00% 1.50% 1.50% 
4.24% 2.50% 0.50% 3.50% 

9.57% 5.08% 6.33Oh 3.67% 
10.03% 5.25% 6.00% 2.75% 

151 

Average 

10.52% 
6.92% 
3.57% 
7.69% 
3.59% 
2.69% 

co11-4 

6.16% 
5.64% 

(61 

Average 
Future 

2.67% 
6.00% 
6.50% 
5.00% 
3.60% 
10.50% 

d 

5.71% 
5.50% 

' Averege of changes in annual stock p r i m  ending on December 31 lhmugh 2012. Dala hwn Yahoo Finance websle. 

3 See Rejoin& Schedule D4.6. 
Vdue tine ~na)yzer Data. sapt~nber 28,2014 

ExhibH 
Rejoinder Schedule M.4 
Witness: Bwrassa 

i71 
Average of 
Future and 
Historical 
GmwM 

6.59% 
7.46% 
5.03% 
6.35% 
3.60% 
6.59% 

!&!B 

5.94% 
6.47% 



Line 

1 
2 

m 

3 
4 
5 
6 
7 
0 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
20 

Utility source, LLC 
Comparisons of Past and Future Estimates of Growth 

Exhibit 
Rejoinder Schedule 04.5 
Wltness: Bowassa 

Ten-vear historical averao annual chanaes Average 
Book Average Future - 

Cornwny & J& & U W  
6.50% 3.00% 6.85% 2.67% 
7.00% 7.50% 8.33% 6.00% 

1. American States 12.91% 5.00% 
2. Aaua America 10.31% 8.50% 
3. California Water 10.19% 5.00% 4.00?'0 1.00% 5.05% 6.50% 
4. Connecticut Water 6.58% 4.00% 0.50% 1.50% 3.14% 5.00% 
5. Middlesex 4.30% 4.50% 3.50% 1.50% 3.47% 3.60% 
6. SJW Corn 12.91% 5.50% 4.00% 5.00% 6.65% 10.50% 

GROUP AVERAGE 9.54% 5.42% 4.25% 3.25% 5.62% 5.71% 
GROUP MEDIAN 10.25% 5.00% 4.00% 2.25% 5.95% 5.50% 

' Average of changes ir annual stock prices andb December 31.2013. Data hwn Yahoo Fhance wabsile. 

3 See Rejoinder Schedule D4.6. 
Vakrs Lmr Anal)zer Data, Septembsr 28,2014. 

171 
Average of 
Future and 
Historical 
Growth 

4.76% 
7.16% 
5.77% 
4.07% 
3.53% 
0.68% 

5.66% 
5.27% 



Line 
&a 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 

19 
20 
21 
22 
23 
24 
25 
26 
27 
20 

i a  

Utility Source, LLC Exhibit 
Analysts Forecasts of Earnings Per Share Growth Rejoinder Schedule D4.6 

Wnness: Bourassa 

ESTIMATES OF EARNINGS GROWTH Average 
Value Growth(G) 

Comoany &$~QQ! && & IC@S 1-3)’ 
1. American Slates 1 .00% 1.00% 6.00% 2.67% 
2. Aqua America 4.00% 5.50% 8.50% 6.00% 

4. Connecticut Water 5.OPh 5.00% 5.00% 5.00% 
5. Middlesex 2.70% 4.50% 3.60% 
6. SJW Cow. 14.00% 7.00% 10.50% 

3. Califwnia Water 6.OO% 6.00% 7.50% 6.50% 

GROUP AVERAGE 5.45% 4.30% 6.42% 5.71% 
GROUP MEDIAN 5.50% 

‘ Data as of October 2.2014 
Data as of September 28.2014. 
Where no data available or single estimate. average d e r  utUi t i i  assumed to estimate lor utili. 



Line 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
16 
19 
20 
21 
22 
23 
24 
25 

Utility Source, U C  
Current Dividend Yields for Water Utility Sample Group 

Exhibit 
Rejoinder Schedule D4.7 
Witness: Bourassa 

Average 
Stock 

CmDany price ( ~ d  
1. American States $ 31 20 
2. Aqua America $ 24.24 
3. California Water S 23.41 
4. Connecticut Water $ 32.40 
5. Middlesex $ 20.24 
8. SJWCorp. $ 26.85 

Average 
Median 

current 

S 067 
$ 0.66 
$ 0.66 
$ 1.03 
$ 0.77 
$ 0.76 

pividend 

Current 
Dividend 

YieM ( D J P , ~  
2.79% 
2.72% 
2.82% 
3.17% 
3.00% 
2.83% 

Average 
Annual 

Dividend 
Yield ID.JPn)” 

3.15% 
2.80% 
3.38% 
3.62% 
3.96% 
2.85% 

3.02% 3.31% 
2.63% 3.26% 



Line 
- NO. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

Utiltty Source, U C  
Discounted Cash Flow Analysis 

DCF Constant Growth 

Exhibit 
Rejoinder Schedule D4.8 
Wtness: Bourassa 

111 121 131 

Exwed 
Didend Dividend 

Yield (DJPJ' Yield IDJPn? Growth [q) 

DCF - Past and Future Growth 3.02% 3.20% 5.94% 

DCF - Future Growth 3.02% 3.20% 5.71% ' 

14 
indicated 
Cost of 
mJw 

fc!2Eu 
k9k'Yld+Q 

9.1% 

8.9% 

Average 

Median 

3.02% 3.20% 5.82% 

3.02% 3.20% 5.82% 

9.0% 

9.0% 

I Spol Dividend Yield = DOIPO. See Rejoinder Schedukt p4.7.  
' Expected Dividend Yield = D,P0 = Ddpo * (l+g). 
3 Growth me (9). Average of Past and Future Gmwth. See Rejoinder Schedule 0 4 . 4 ,  column 7 
4 GrowV, rate (g). Average of A~lysr Estimates Future Gmwth. See Rejoinder Schedule 04.6 .  



Utility Source, LLC 
Market Betas 

Exhibit 
Rejoinder Schedule D-4.9 
Wltness: Bourassa 

Comoany 
1. American Stales 
2. Aqua America 
3. California Water 
4. Connecticut Water 
5. Middlesex 
6. SJWCorp. 

Beta IO)' 
0.70 
0.70 
0.70 
0.65 
0.70 
0.85 

Average 0.72 

' Vabre Lne Investment Anatymr d& (AUQ 5.2013) 
Note Beta !a a relalm, meawe of h e  hlsloncal senshty d a dock's price lo overell Wuatons 
u1 (he New Yolk S t d  Exchange Conposae Index A Beta of 1 50 u1drAas a st& lends to r88 
(or UI) 50% more than the New Yotk S t d  E m  Conposle hdex The "Bela coe(liclenV 18 
de& from a regrereton -1s d he rdattonshp bsh*een w a k v  pemtol-~~e chams in the 
prlceof a stock and wAdypercenege c b ~ ~ s  ntha NYSE k d e x w  a pead Dtlve years In 
the case d sh&r prre hmtori8s. a smaner tme percd m used. but two yean IS theminmum 
The Betas are adpsled for lher kng-termtendency b mnverga twsd 1 00 

Line 
&L 

1 
2 
3 
4 
5 
6 
7 

9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 

20 

a 



U t i l i  Source, LLC 
Forecasts of Long-Term Interest Rates 

Exhibit 
Rejoinder Schedule D4.10 
Witness: Bourassa 

Line 

1 
2 
3 
4 DescriDtion 
5 
6 Blue Chip Consensus Forecasts‘ 
7 
8 Value Line’ 
9 
I O  Average 
11 
12 
13 
14 
15 
16 
17 

19 
20 
21 
22 
23 
24 

’ Fedxal R e m  Mmt l Iy  Average 30 Y e a  U S Treasury 

’ Vahle Lne OumeN forecad. &led Aqurl22,2014, Ltnpterm Treasuy 
JUW 2014snd September  MI^ &IS chp F-~I FMBC~SIS consemus bng-termforecst of 3 0 u 5  Year Treasury 

i a  

Average 
- 2 0 1 5  2016 Aveme 

3.20% ‘ 4.10% 4.70% 4.40% 

3.20% ’ 3.90% 4.40% ’ 4.20% 

4.30% 

I 



Line 
- No. 
1 
2 
3 m  
4 Feb 
5 M a r  
6 April 
7 May 
8 June 
9 July 
10 Aug 
11 Sspt 
12 od 
13 Nov 
14 Dec2013 
15 Jan2014 
16 Feb 
17 Mar 
18 Apr 
19 May 
20 June 
21 July 
22 Aug 
23 
24 Recommended 
25 
26 Short-term Trends 
27 Recenl Twelve Months Avg 
28 Recent Nine Months Avg 
29 Recent Six Morwls Avg 
30 Recant T h e  Months AVQ 
31 
32 
=NQW 

Wlky Soume. U C  
Computation of Cumnt Market Risk Premlum 

2.01% 2.21% 
2.01% 2.20% 
1.98% 2.16% 
2.01% 2.20% 
2.14% 2.34% 
2.02% 2.21% 
2.14% 2.34% 
2.10% 2.30% 
2.00% 2.19% 
1 .W?A 2.18% 
1.93% 2.1 1% 
2.01% 2.21% 
2.01% 2.20% 
2 01% 2.20% 
1 .ea% 2 16Oh 
2.01% 2.20% 
1.98% 2.16% 
2.05% 2.24% 
2.01% 2.20% 

2.01% 2.20% 

2.01% 2.20% 
2.00% 2.19% 
2.01% 2.19% 
2.01% 2.20% 

+ 
+ 
+ 
+ 
+ 
+ 
+ 
+ 
+ 
+ 
+ 
+ 
+ 
+ 
i 

+ 
+ 
+ 
+ 

+ 

+ 
+ 
+ 
+ 

9.83% 
9.83% 
9.33% 
9.50% 
9.50% 
9.50% 
9.50% 
9.50% 
9.50% 
9.50% 
9.50% 
9.83% 
9.50% 
9.50% 
9.50% 
9.42% 
9.33% 
9.50% 
9.50% 

9.44% 

9.51% 
9.51% 
9.46% 
9.44% 

Expected 
Market 

pelum Ik) - 
12.04% - 
12.04% - 
11.49% - 
11.70% - 
11.84% - 
11.71% - 
11.84% - 
11.80% - 
11.60% - 
11.68% - 
11.61% - 
12.04% - 
11.70% - 
11.70% - 
11.66% - 
11.62% - 
11.50% - 
11.74% - 
11.70% - 

11.65% - 

11.70% - 
11.70% - 
11.65% - 
11.65% - 

Exhibli 
ReJolnder Schedule 04.11 
Wilness: Bourassa 

Monmly Average Market 
30 Year 

-urd Rate' 
3.17% 
3.16% 
2.93% 
3.11% 
3.40% 
3.61% 
3.76% 
3.79% 
3.88% 
3.80% 
3.89% 
3.77% 
3.86% 
3.62% 
3.52% 
3.39% 
3.42% 
3.33% 
3.20% 

3.32% 

3.59% 
3.53% 
3.41% 
3.32% 

Risk 
= Premium IMRP) 
P 8.87% 
- 8.88% 
5 8.5636 
* 8.5% 
5 8.44% 
E 8.10% - 8.08% 
- 8.01% 
E 8.01% - 7.88% 
- 7.72% - 8.27% 
E 8.04% 
- 8.08% - 8.14% 
- 8.23% 
= 8.08% 
5 8.41% 

8.50% 

- 

- 

- 

- - 8.33% 

- 8.11% - 8.16% 
1 8.24% 
E 8.33% 

- 

31 
32 
33 
34 
35 

' M e d i i  Dividend Yidd (Ddp,) of dividend paying stocks. Data fmm Value Line Invesirnent Analyzer Sottwan, Data (monthly) - Value Line 1700 Stocks 
* Expeded Dividend Ykld (D,/PO) equals wrrenl avenge dividend yield (Ddpo) times one plus gtwdh rale(g). 
' Median of Projected EPS. Projeded DPS Gmnth and Projedad SV Growth for VL 1700 stocks Data hom Value Llne InvesbnenI Analyzer Sofhvare. 
'Monthly average 30year US. Treasury. Federal Reserve. 

36 
37 
3a 
39 



Utility source, LLC 
Traditional Capital Asset Pricing W e 1  (CAPM) 

Exhibit 
Rejoinder Schedule D4.12 
Wness: Bourassa 

Line 

1 
2 
3 
4 
5 
6 
7 Average 
8 
9 Median 
10 
11 

I?e 

Hislor~cal Market Risk Premium CAPM 

Current Market Risk Premium CAPM 

12 l F & . d l o r p h t n w r r W d n  S a e r t . p n a r w a a * P l l D  

13 Y W u l n r h U n * I I W z r b b  S n - L h . d * M O  

14 ’ H ~ ~ ~ l ~ l f t r l c P r e l m w n f r a n ( R p ) M o m ~ S t s S E B l 2 0 1 4 C ~ r . Y e a ~ T a W ,  11-5 LUlQ-HommERP 1926-2013 
15 
16 
17 
18 
19 
20 

‘Comprledusng CCF Mn~enlgowlhmemOdlodetemvlecrrren(Rla~lretwn~~~Lne 1700 Socks 
and CAPM wdh betaof 1 010 computeCwrenl k k e t  R16k Prem~m (Rp) See RqMnder Schedule D-4 11 

Rf’ + beta‘ x RPM + I k 

4.30% + 0.72 X 6.70% ’ + = 9.1% 

4.30% + 0.72 x 8.33% ‘ + = 10.3% 

9.7% 

9.7% 



Gm!€!sw 
1 Amencan Stater 
2 A- &me- 
3 Caltfomia Water 
4 C o m e c t M  Waler 
5 Mlddlerer 
6 SJW Corp 

Exhibit 
Ryolndusshedule D4.13 
wllness' Bourasse 

M u s u m  e4 -12. 
(MHiCilS) 

MV Bcd; 5 VrAvp Tolal SVrAvp. 

S %91 S -92 S %17 S-81 S-41 
WTR S 4.185 S 1.535 S 5.083 5 155 S 4.859 5 430 
CWT S 1 . m  S 598 S 1.522 S 42 S 1.- S 148 

CTWS 5 359 S 197 S 534 S 13 S 579 S 28 
MSO( S 317 S 189 S U 7  S 14 6 582 S 39 
SJW 5 544 I 322 s 879 s 21 s 1.007 s a7 

uwily Sarrce. LLC Pm(wma NA S 3.7 NA S (0.2) 5 11.1 S 0.4 

' Fmm Zkkr Inverlmsnl Research data 
From zacks lnv&m!4 Rerearch. From E-1 fm subject uilily. 
Ne Inwnm. Fmm Z v k s  Investmmt Reseush and Canpany AM:  repatr 

m&!QBss 
5 - 7  5 =%.O 5 q 5 . 9  S y . 2  S 28.5 S 45.1 

W R  5 205.0 S 1970 5 143.1 S 124.0 5 104.4 S 154.7 
CWT t 47.3 5 49.0 S 37.7 S 37.7 S 40.0 S 42.4 
CTWS S 18.3 S 14.0 S 11.3 S 9.8 S 10.2 S 12.7 

SIW S 23.5 S 22.0 S 20.9 S 24.4 5 15.2 S 21.2 
MSEX s 16.6 t 14.0 s 13.4 s 14.3 s 10.0 s 13.7 

s *I., s T i . 0  s %.3 s %.4 s 7 2 2 . 6  S%.l 
S 424.3 S 439.0 S 397.8 S 473.2 S 415.2 S 429.9 
S 1550 5 151.0 S 143.3 S 155.7 S 125.5 S 146.1 
S 43.4 S 30.0 S 24.2 S 22.5 S 20.3 S 28.1 
S 42.1 S 39.0 S 51.6 S 43.3 S 34.0 S 3B.7 s m.4 s 60.0 s 87.1 s 75.4 s g3.s s 67.5 

5 (0.0) I 0.0 s (0.0) (0.01) 0.02 0.42 



19.089% 
-3.2u% 

QanPaY 
1 American St.ter 
2 Aqua Amen- 
3 Calibma Wmer 
4 connedlwt w-1- 
5 Middktsex 
BsJWCCfp 

average (unlevered) 

utllrty source. LLC 

MV 

22 
WTR 7.58% 
CWT 9.28% 

CTWS 10.53% 
MSEX 11.00% 
SJW 10.24% 

9.W% 

NA 

16.048% 
-2.581% 

w 
5% 
779% 
0 85% 
10 10% 
10 15% 
9 55% 

9 25% 

14 57% 

5 Yr Avo. 
MVIC N N l m  

5waImi2EXl 

19.483% 13.763% 
-3.243% -2.623% 

7% 8.02% 
9.14% 9.4W 
1062% 10.87% 
10.87% 1078% 
9.- 10.28% 

9 m  9.81% 

NA NMF 

Tots1 SYrAvg. 
A w l a  EEITDA 

i m k ! a l T n b l e c B I  
18.027% 15.3M)% 
-2.&37% -2.736% 

T W  SYrAvg. 
&?& 
9.17% %? e 
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New Reaulatorv Finance 

TABLE 15-1 
EFFECT OF MARKET-TO-BOOK RATIO ON MARKET RETURN 

1 Initial purchase piice 
2 Initial book value 
3 lnitfalMIs 
4 DCF Return 10% = 5% + 5% 
5 Dollar Return 
6 Dollar Dividends 5% Yleld 
7 Dollar Growth 5% Growth 
8 Market Return 

Situatlon 1 

$25.00 

0.50 
10.00% 
$5.00 
$1.25 
$3.75 
20.00% 

$50.60 

Siuation 2 Situation 3 

$50.00 
$50.00 

1 .00 
10.00% 
$5.00 
$2.50 
$2.50 
10.00% 

$100.00 
$50.00 

2.00 
10.00% 
$5.00 
$5.00 
$0.00 
5.00% 

But what if investors expect an increase irk the price/eamings ratio from 12.5 
to f3.5? Then, the p w t h  in value is from $100 to $114.48, or 13.5 times 
next year's eafnings of $8.48, for a total return of 18.5% (dividend yield of 
4%. plus growth in value of 14.5%). The orthodox DCP model would indicate 
rems of 10% w h e w  the investors' true expected return is 18.5%. Investor- 
expected returns are substantially understated whenever investors anticipate 
increases in relative market valuation, and conversely. 

The third and perhaps most important reason for caution and skepticism is 
that application of the DCF model produces estimates of common equity cost 
that are consistent with investors' expected return only when stock price and 
book value are reasonably similar, that is, when the M/B is close to unity. 
As shown below, application of the standard DCF model to utility stocks 
understates the investor's expected return when the market-to-book (M/B) 
ratio-of a given stock exceeds unity. This was particularly relevant in the 
capital market environment of the 1990s and 2000s where utility stocks were 
trading at M/B ratios well above unity and have been for nearly two decades. 
The converse is also true, that is, the DCP model overstates the investor's 
~ t u m  when the stock's M/B ratio is less than unity. The reason for the 
distortion is that the DCF market return is applied to a book value rate base 
by the regulator, that is, a utility's earnings are limited to earnings on a book 
value rate bak. 

Thesimple numerical illustration shown in Table 15-1 demonstrates the impact 
of M/B ratios on the DCP market return. The example shows the result of 
applying a market value cost rate to book value rate b& under three different 
M/B scenarios. The three columns correspond to three M/B situations: the 
stock trades below, equal to. and above book value, respectively. The latter 
situation is noteworthy and representative of the capital market environment 
of the last two decades. As shown in the third column, the DCF cost rate of 
10%. made up of a 5% dividend yield and a 5% growth rate, is applied to 

F 
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Equi and the small-stock effect 
Annin!Lichael 
Public Utilities Fortnightly; Oct 15, 1995; 133,19; ABYINFORM Global 
P6.42 

Equity and the Small-Stock Effect 
The capital 

asset pricing 

model shows 

risk inherent 

in return on 

equity. But 

something 

goes wrong 

when it's 

used for 

small=sized 

companies. 

42 

oes the size of a company affect 
the rate of rehun it should earn? 
If smaller companies should earn 
a higher return than larger h s ,  
then small utilities, because of 

their size, should be allowed to adjust the 
rates they charge to customers. 

By far the most notable and well- 
documented apparent a n d y  in the 
stock market is the efkd of company size 
on equity returns. The first study focusing 
on the impact that company size exerts on 
security returns was performed by Rolf 
W. Banz. Banz sorted New York Stock Ex- 
change (NYSE) stocks into quintiies based 
on their market capitalization (price per 
share times number of shares outstand- 
ing), and calculated total returns for a 
value-weighted portrolio of the stocks in 
each quintile. His results indicate that re- 
turns for companies from the smallest 
quintile surpassed all other quintiles, as 
well as the Standard & Roor's 500 and 
other large stock indices. A number of 
other researchers have replicated Banz's 
work in other counbies; nevertheless, a 
consensus has not yet been formed on 
why small stocks behave as they do. 

One explanation for the higher re- 
turns is the lack of information on small 

companies. Investors must search more 
diligently for data. For small utilities, in- 
vestors face additional obstacles, such as a 
smaller customer base, limited financial 
resources, and a lack of d i v d c a t i o n  
across customers, energy sources, and ge- 
ography. These obstacles imply a higher 
investor return. 

TbcFls*riaUTM 
One of the more common cost of eq- 

uity models used in practice today is the 
capital asset pricing model (WM). The 
CAPM describes the expeaed return on 
any company's stock as proportional to 
the amount of systematic risk an investor 
assumes. The traditional CAPM formula 
can be stated as: 

where: 
R, = fS, x W + R, 

R, = expectedretumorcostof 
equity on the stock of 
company "s" 

p = thebelaofthestockof 
company "s" 

RP = the expected equity risk 
pIWmiUm 9 = expectedreturnonariskless 
asset. 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 

0.90 
1.04 
1 .o 
1.13 
1.17 
1.19 
124 
129 
1.36 
1.47 

1l.olX 5.118y 

13.83 an 
14.U 952 
1550 1038 
15.4 1 0 s  
15.92 10.79 
16.84 11.72 
17.63 1271 
2l.s l6.M 

1399 7.91 
&s9x 
7.34 
7.70 
7.98 
8.22 
8.38 
0.75 
9.05 
9.57 

10.33 

4.44% 
0.63 
1 .ol 
1.33 
216 
1 .% 
205 
287 
3.14 
6.53 

puauc (munu ~WWILV, October 15.1995 

Reproduced with permission of the copyright owner. Further reproduction prohibaed without permission. 



Table 1 shows betn and risk premiums 
past 69 years for each decile of the NYSE. It shows 
that a hypothetical risk premium calculated under 
the CAPM fails to match the actual tisk premium, 
shown by actual marker returns. The shortfall in the 
CAPM return rises as company size decreases, sug- 
gesting a need ta revise the CAPM. 

The risk premium component in h e  actui~l re- 
turns (realized equity risk premium) is the return 
that compensates investors for taking on risk q u a t  bo 
the risk of the market as a whole (estimated by the 
69-year arithmetic mean return MI large company 
stocks, 12.2 percent, less the historical riskless rate). 
The risk premium in the CAPM returns is beta multi- 
plied by the realized equity risk premium. 

The smaller deciles show returns not fully ex- 
plainable by the CAPh4. The difference in risk premi- 
ums (realized versus CAPM) grows larger as one 
moves from the largest companies in decile 1 to the 
smallest in decile 10. The difference is especially pm- 
nounced for deciles 9 and 10, which contain the 
smallest companies, 

Based on this analysb, we modify the CAPM 
formula to include a small-stock premium. The 
modified CAPM formula can be stated as fdflows: 

whew 
R, = [a, x RPI + R, + SP 

SP = smallstock premium. 
Because the smaIl-stack premium can be identi- 

fied by company size, the appropriate premium to 
add for any particuk company will depend on its 
equity capitakition. For instance, a utility with a 
market capitalization of $1 billion would require a 
small capitalization adjustment of approximately 1.3 
percent over the traditional CAPM; at $400 million, 
approximately 2.1 percent, and at only $100 million, 
approximately 4 percent. 

Again, these additions to the traditional CAPM 
represent an adjustment Over and above any in- 
crease already provided to these smaller companies 
by having higher betus. 

bnpliutions lor UnaHer uriutkr 
These findings carry important ramifications for 

relatively small public utilities. Boosting the tradi- 
tional W M  return by a fun 400 basis points for 
small utiities translates into a mbstandal premium 
over larger utilitres, 

Sble  2 shows the results of an analysis of 202 
utility companies that calculated cost of equity 
figures. Composites (arithmetic means) weighted by 
equity capitalization were also &hied for the 
largest and smallest 20 rompanie~~ The results show 
fie impact size ha$ on co3 of wty. 

For the traditional CWM, the largeampahy 
composite shows a cost of equity of 12.05 percent; 
the small company composite, 13.93 percent. How- 
ever, once the respective small capitalization prp- 
miurn is added in, the spread inaeases dramatically, 
to 12.07 and 17.95 percent, respectively. Clearly, the 
smaller the utility (in terms of equity capitalization), 
the larger the impact that size exerts on the expected 
return of that mrity. V 

~ 

Michael Annin, CFA. is a senior umsuitant wish Ibbofsa 
Associates, specializing in business valuation and cost of 
arpital mlysis. Ne owrs~es the Cost of Capital Quar- 
terly, u t$mce work on using awt o j  capital jw Eo#zpany 
valuations. 
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Steve Wene, No. 019630 
MOYES SELLERS & HENDRICKS LTD. 
1850 N. Central Avenue, Suite 1 100 
Phoenix, Arizona 85004 

swene@f aw-rnsh.com 
Attorneys for Utility Source, L.L.C. 

(602)-604-2 1 89 

BEFORE THE ARIZONA CORPORATION COMMISSION 

COMMISSIONERS 
BOB STUMP, CHAIRMAN 
GARY PIERCE 
BOB BURNS 
SUSAN BITTER SMITH 
BRENDA BURNS 

IN THE MATTER OF THE APPLICATION 
OF UTILITY SOURCE, LLC, AN 
ARIZONA CORPORATION, FOR A 
DETERMINATION OF THE FAIR VALUE 
OF ITS UTILITY PLANTS AND 
PROPERTY AND FOR INCREASES IN 
ITS WATER AND WASTEWATER RATE5 
AND CHARGES FOR UTILITY SERVICE 
BASED THEREON. 

DOCKET NO: WS-04235A-13-033 1 

REJOINDER TESTIMONY 
OF LONNIE McCLEVE 

Q. 
A. 

Q* 
4. 

Q. 

4. 

a. 
4. 

Please state your name and your role in this matter. 

Lonnie McCleve. I am an owner of Utility Source, LLC (“Company”). 

Have you filed testimony in this case previously? 

Yes. 

Has your testimony changed significantly? 

No, and I adopt my earlier testimony herein. 

What is the purpose of your rejoinder testimony? 

I am commenting on the non-financial issues raised by Staff and the intervenors in 

1 
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their surrebuttal testimony. 

Q. 

the enclosure around Well 2 and install a functioning gate. 

A. 

enclosure, whether that is a fence or a wall, provided it meets all of the regulatory 

requirements. Knowing that permitting may be required, which often takes quite some 

time for approval, the Company believes the deadline for filing proof of construction 

should be at least 120 days. 

Q. 

A. 

Q. 

4. 

Please comment on the surrebuttal testimony of Staff's engineer regarding 

We seem to agree that the Company should be able to construct a cost-effective 

Does the Company agree with Staff's recommendation regarding BMPs? 

No. The Company maintains its position on BMPs. 

Regarding Deep Well 4, does the Company agree with this recommendation? 

In surrebuttal, Staff explained that it wants the Commission to prohibit Utility 

Source from selling the well at a profit and then requiring a developer to drill another 

well. There is no basis for this concern. Again, the Company has no intention of selling 

Deep Well 4. This well was drilled to serve Flagstaff Meadows 111. The Company hope 

hat development occurs and Deep Well 4 is needed to meet the increased water demand 

2. 

3eveloper paying for a new well? 

%. 

ieveloper to pay for the construction of a new well if another well is reasonably 

iecessary to meet water demand. This is consistent with the Company's position. 

2. 

Does the Company agree with Staffs position in surrebuttal regarding a 

I believe so. Staffs surrebuttal essentially states that the Company can require a 

Does the Company agree with S t a r s  position in surrebuttal regarding fire 

2 
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protection and water pressure? 

A. 

demand events, including the demand of the standpipe. Staff bases this recommendation 

on the fact that between 201 1 and 2013, there were a few instances when pressure was 

not sufficient for fire flow. But the mechanical repairs to the pressure pump have been 

made, which was confirmed by the local fire chief. Admittedly, when a power outage 

occurs, the pressure pump will not work. The Company does not think an engineering 

report is necessary. 

No. Staff wants an engineering report on fire flow pressure during high water 

Nevertheless, if Staff would agree to increase the monthly minimum rates to cove] 

the cost for the engineering report, then the Company would not oppose the 

recommendation. The Company does not know at this time how much such a report 

would cost because it does not know what Staff wants included in the report. 

Q. 

built. 

A. 

prqject. The Company was selling bulk water Erom a fire hydrant primarily to contractor 

and commercial users. Coconino County staff approached the Company and said it 

would no longer allow the Company to operate in this manner and would need to build a 

loading station, Put another way, the Company built the new load station to comply with 

the County rules. 

Discuss StaWs testimony regarding the standpipe that the Company has 

As stated previously, my partner, Gary Bulechek, was the point person on this 

During this time, the Company was earning approximately $3,500 a year from 

mlk water sales through the hydrant. The Company had no intention of making this an 

3 
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expensive building project. But by the time the Company hired an engineer, followed hi! 

advice, and then had to make multiple improvements demanded by the County, we had 

spent around $50,000 and the project was still not complete. Gary and I decided it made 

economic sense to finish the project so that the costs expended could be recovered over 

time. As far as revenues, the Company believes it will generate more revenue than the 

$3,500 a year gained from sales through the fire hydrant. How much more is anyone’s 

guess. 

Q. Please comment on Staff’s position relating to the new standpipe operations. 

A. First, Staff argues that the Company is “downplaying” the financial impact of the 

standpipe operation. This is not true. However, the Company does not know how much 

revenue the standpipe will generate. Further, without any support, Staff claims that all 01 

the revenue from the standpipe operation will flow directly to the owners. This is pure 

speculation and not even contemplated. The revenues will be treated like all other 

revenues and will be used to pay the expenses of running the Company. 

Q. 

A. 

Q. 

health by selling bulk water through a fire hydrant. Is this true? 

4. No. The water being sold was drinking water, sold for construction purposes. I 

mderstand this is a common practice throughout Arizona. However, Coconino County 

-equires a standpipe for such water sales. 

Q. 

When should the Company need to file another rate case? 

The Company has not changed its position. 

In his testimony, Nielsen implied that the Company was endangering public 

Nielsen further claims that the Company built the fill station without ACC 

4 
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permission, is that true? 

A. Yes, because ACC permission was not necessary. 

Q. Please comment on Nielsen’s surrebuttal testimony relating to the ownership 

of the fire hydrants, wells, and other plant and records relating to the time when thc 

utilities were operated by the property owners’ association. 

A. 

litigated by Staff, and resolved by previous Commission decisions. To be clear, the 

Company owns the fire hydrants, the wells, and all of the plant included in its rate base. 

Admittedly, the Company did need to update the Arizona Department of Water 

Resources’ well registry to show the Company owned the wells, which it has done. See 

enclosures . 

Nielsen is raising issues that have been established by the Company, reviewed anc 

As for the property owners’ association records, those documents were turned ove 

to the property owners’ association approximately seven years ago. Apparently, Nielsen 

is attempting to establish that the property owners’ association paid for the construction 

of the utilities, which is not true. In the previous rate case, the rate base for the Company 

was established and any contributions were identified at that time. 

Q. 

4. 

intentionally held Deep Well 4 out of rate base for the sake of its customers. The 

2ompany intends to bring Deep Well 4 into service soon. This will help alleviate any 

:oncerns about the Company’s ability to meet peak demands and redundancy. 

Q. 

Please explain what the Company intends to do with Deep Well 4. 

Deep Well 4 was constructed to serve Flagstaff Meadows 111. The Company 

Please explain the Company’s office situation. 

5 
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A. When the Company was first established, the ofice was in my personal home. 

The Company paid the electric bill in lieu of rent. This was not a desirable situation, 

especially as the need for more space grew. While I still have an office in my home, we 

moved most of the operations to its current office site at 20525 E. Chandler Height in 

Queen Creek. This office was acquired as part of a development known as The Pecans. 

Through my business holdings, I am the declarant who controls the office. 

This office is situated at the entrance of The Pecans subdivisions, so there is 

signage about lot sales, realtors, and other postings one would expect to see at a 

community gate house. Nonetheless, the Company uses the building to conduct business 

I also use this address to receive my business mail, rather than having it come to my 

home address, Moreover, as explained in responses to data requests, we do allow broker! 

to use the conference room and meet potential buyers at the gate house ofice. The only 

expense Utility Source has for the use of this office is that it continues to pay the utility 

bill at my personal home, which is less than the Company would pay for renting office 

space and paying its utilities. 

Q. Please comment on Mary Ann Parry’s role with the Company. 

A. She works full-time for the Company. Nielsen’s claim that performing the office 

management for two regulated utilities can be done on a part-time basis is simply wrong. 

Her salary is reasonable for the work she performs. 

Q. 

Mrs. Parry’s salary, phone service, copiers, oftice supplies, power bills, and auto 

expense? 

What is your opinion regarding Nielsen’s proposed adjustments relating to 

6 
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A. 

believe Neilsen’s adjustments are off-base. Nielsen is basing these adjustments on his 

Dpinion and conjecture. 

The Company’s expert h4r. Bourassa presents the Company’s position, but I 

Q- 
4. 

Does this conclude your rejoinder testimony? 

Yes. 
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Arizona Department of Water Resources 
P 0 Box 36020 Phoenix, Arizona 85067-6020 
(602) 771-8527 - www azwater.gov 

Receipt For Request to 
Change Well Ownership 

Pursuant to Arizona Revised Statutes (A R S ) 45-593(C), the person 
to whom a well is registered must notify Arizona Department of Water 
Resources of Water Resources (ADWR) of a change in ownership of 
the well and the new owner must furnish information as required by 
ADWR to keep its well registration records current and accurate. 

I FEE $30.00 per WELa 

~~ ~~~ 

New Well Owner 
1-21 : UAML OC COMPANY ORGANIZATION OR INDIVIDUAL 

UTILITY SOURCE, LLC 

20520 E. Chandler Heinhts Road 
MAII.ING AODKESS 

I LII Y l b l  A i  t /LIP 

QUEEN CREEK, AZ 85142- 
CONTACT PERSON NAME AND TITLE 

TELEPHONE VUMER FAX 

(480) 540-5656 
WELL ADDRESS 

WELL CITY 

MAJOR CROSS ROADS 

EMAIL 

lonniemccleve@me.com 

By checking this box, I hereby provide ADWR permission to enter the property for the purpose of 
taking water level measurements at this well. 

I HEREBY CERTIFY that the above statements are true to the best of my knowledge and belief. 

RACHEL BARRY 10/23/2014 
PREPAREDBY DATE 

Reference 
Amount 
Date 

DWR-2589 
$30.00 

10/23/2014 

A Rc~41re.si to Change Well Information Form must be filed if there has been a change in the recorded information on 
a well already in existence. This may include more accurate information on the location of the well, more accurate 
information on the well construction details for the well, a change in the place of use or purpose of use of the water 
withdrawn from the well or a change in the county tax assessor’s parcel identifcation number for the land where the 
well is located. It is the responsibility of the well owner to submit this information to ADWR. Forms may be obtained 
at the Arizona Department of Water Resources offEe or online at <httpd/www.azwater.jiov>. 

DWR 55-71A (Revised 5/11) 

http://azwater.gov
mailto:lonniemccleve@me.com


Arizona Department of Water Resources 
P.O. Box 36020 Phoenix, Arizona 85067-6020 
(602) 771 -8527 - www.azwater.gov 

Receipt For Request to 
Change Well Ownership 

Pursuant to Arizona Revised Statutes (A R S ) 45-593(C), the person 
to whom a well is registered must notify Arizona Department of Water 
Resources of Water Resources (ADWR) of a change in ownership of 
the well and the new owner must furnish information as required by 
ADWR to keep its well registration records current and accurate 

1 FEE $30.00 per WEL 

(480) 540-5656 I 
wI:I ! 4DDHiSS 

By checking this box, I hereby provide ADWR permission to enter the property for the purpose of 
taking water level measurements at this well. 

I HEREBY CERTIFY that the above statements are true to the best of my knowledge and belief. 

RACHEL BARRY 1Ql24l2014 
PREPARED BY DA1 E 

Reference DWR-2590 
Amount $30.00 
Date 1 0/24/20 1 4 

A Request to Change Well Information Form must be filed if there has been a change in the recorded information on 
a well already in existence. This may include more accurate information on the location of the well, more accurate 
information on the well construction details for the well, a change m the place of use or purpose of use of the water 
withdrawn from the well or a change m the county tax assessor’s parcel identifKation number for the land where the 
well is located. It is the responsibility of the well owner to submit this information to ADWR. Forms may be obtained 
at the Arizona Department of Water Resources office or online at <httpg/www.anvater.gov>. 
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Arizona Department of Water Resources 
P.O. Box 36020 Phoenix, Arizona 85067-6020 
(602) 771-8527 - www.azwater.gov 

Resources of Water Resources (ADWR) of a change in ownership of 

Receipt For Request to 
Change Well Ownership 

FEE $30.00 per WEL 

Pursuant to Arizona Revised Statutes (A R S ) 45-593C). the Derson 

TELkPHONk NUMLtR 

(480) 540-5656 
FAX 

UTILITY SOURCE, LLC 

20520 E. CHANDLER HEIGHTS ROAD 
MAILING ADORES 

MAJOR CROSS ROADS 

EMAlL 

lonniernccleve@.me.com 

I 0 By checking this box, I hereby provide ADWR permission to enter the 
1 taking water level measurements at this well. 

I I HEREBY CERTIFY that the above statements are true to the best of my knowledge and belief. 
PREPARED BY I RACHEL BARRY 

DATE 

1 012412 01 4 

Reference 
Amount 
Date 

DWR-2591 
$30.00 

10/24/2014 

A Keyurs/  to Change WeN Information Form must be tiled if there has been a change in the recorded information on 
a well already in existence. This may include more accurate information on the location o f  the well, more accurate 
inlormation on the well construction details for the well. a change in the phce o f  use or purpose o f  use o f  the water 
\rithdrawn from the well or a change in the county tax assessor’s parcel identification number for the land where the 
wcll is located I t  is the r-csponsibility of the well owner to submit this information to ADWR.  F o r m  may be obtained 
at the Arizona Department o f  Water Resources office or online at <httpi/www.azwater.gov>. 

OWR 55-71A (Revised 8/11) 
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I I I 

Arizona Department of Water Resources  
P 0. Box 36020 Phoenix, Arizona 85067-6020 
(602) 77 1-8527 - www.azwater.gov 

Receipt For Request to 
Change Well Ownership 

Pursuant to Arizona Revised Statutes (A R S ) 45-593(C), the person 
to whom a well is registered must  notify Arizona Department of Water 
Resources of Water Resources (ADWR) of a change in ownership of 
the well and the new owner must furnish information as  required by 
ADWR to keep its well registration records current and accurate 

LFEE $30.00 per WELq 

LI I I I b l R l  t I LlY 

QUEEN CREEK, AZ 85142- 
CONTACT PERSON NAME AND TITLE 

(480) 540-5656 
‘ N L L  ADDRESS 

‘ E L L  CrTY 

MAJOR CROSS ROADS 

EMAIL 

0 By checking this box, I hereby provide ADWR permission to enter the property for the purpose of 
taking water level measurements at this well. 

I HEREBY CERTIFY that the above statements are true to the best of my knowledge and belief. 
PREPARED 8V DATE 

RACHEL BARRY 10/24/2014 

Reference DWR-2595 
Amount $30.00 
Date 1 0/24/20 14 

A Request to Change Well Informalion Form must be filed if there has been a change m the recorded information on 
a well already in existence. This may include more accurate information on the location of the well, more accurate 
information on the well construction detaik for the well, a change in the place of use or purpose of use of the water 
withdrawn from the well or a change in the county tax assessor’s parcel identification number for the land where the 
well is located. It is the responsibility of the well owner to submit this information to ADWR. Forms may be obtained 
at the Arizona Department of Water Resources offce or online at <httpY/www.azwater.gov>. 

DWR 55-71A (Revised 8/11) 
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Arizona Department of Water Resources 
P 0 Box 36020 Phoenix, Arizona 85067-6020 
(602) 771-8527 - www azwater gov 

I 

TELEPHONE NUMER 

(480) 540-5656 

Authorityforfee A R  S $45-113andAAC R12-15-104 

Pursuant to Arizona Revised Statutes (A R S ) 45-593(C). the person 
to whom a well is registered must notify Arizona Department of Water 
Resources of Water Resources (ADWR) of a change in ownership of 
the well and the new owner must furnish information as required by 
ADWR to keep its well registration records current and accurate 

FAX 

Receipt For Request to 
Change Well Ownership 

I FEE $30.00 per WELd 

New Well Owner 

UTILITY SOURCE, LLC 

20520 E. CHANDLER HEIGHTS ROAD 

FULI NAME OF COMPANY ORGANIZATION OR INDIVIWAL 

MAILING ADDRESS 

CITY I STATE I ZIP 

QUEEN CREEK, AZ 85142- 
CONTACT PERSON NAME AN0 TITLE 

VMLL CITY 

MAJOR CROSS ROADS 

EMAIL 

lonniemccleve@me corn 

~~~~~ ~ ~ ~~~~ 

By checking this box, I hereby provide ADWR permission to enter the property for the purpose of 
taking water level measurements at this well. 0 ’  

~~~ ~ ~ 

I HEREBY CERTIFY that the above statements are true to the best of my knowledge and belief. 
PREPARED BY DATE 

RACHEL BARRY 10124120d4 

Reference DWR-2596 
Amount $30.00 L Date 1 0/24/20 14 

A Ncquc,r io C ’ ~ I L I I I $ C J  U”,ll Inforniarion Forti1 must be tiled if there has been a change in the recorded information on 
i i  wcII alicad) in existence This may includc more accurate information on the location o f  the well, more accurate 
inlbrination on the well construction details for the well, a change in the place o f  use or purpose of use o f  the water 
withdrawn l iom the well or a change in the county tax assessor’s parcel identification number for the land where the 
well  is located. I t  is the responsibility of the well owner to submit this information to ADWR.  Forms may be obtained 
at the Arizona Department o f  Water Resources offKe or online at <httpd/www.azwater.gov>. 

DWR 55-71A (Revised 8/11) 
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i I kt,in:rit NUMH ii 

(480) 540-5656 

Arizona Department of Water Resources 
P 0. Box 36020 Phoenix. Arizona 85067-6020 
(602) 771-8527 - www azwater gov 

rnn 

Receipt For Request to 
Change Well Ownership 

Authority for fee: A.R.S. 5 45-1 13 and A.A.C. R12-15-104 Keep this for your records 
Pursuant to Arizona Revised Statutes (A.R.S.) 45-593(C), the person 
to whom a well is registered must  notify Arizona Department of Water 
Resources of Water Resources (ADWR) of a change in ownership of 
the well and the new owner must furnish information as required by 
ADWR to keep its well registration records current and accurate. 

lFEE $30.00 per WELL/ 

~~ 

New Well Owner 
FULL NAME OF COMPANY ORGANLZATION. OR INDIVIOUAL 

UTILITY SOURCE, LLC 

20520 E CHANDLER HEIGHTS ROAD 
MAILING ADORES 

I CITY / STATE I ZIP I 
QUEEN CREEK, AZ 85142- 
CONTACT PEHSON NAME AN0 TITLE 

CLL CTY 

MAJOR CRCGS ROADS 

EMAlL 

lonniemccleve@me.com 

By checking this box, I hereby provide ADWR permission to enter the property for the purpose of 
taking water level measurements at this well. 0 

I HEREBY CERTIFY that the above statements are true to the best of my knowledge and belief. 
SRFPAREI) BY DATE 

RACHEL BARRY 10l24l2014 

Reference DWR-2594 
Amount $30.00 
Date 1 0/24/20 1 4 

A Request to Change Well Information Form must be filed if there has been a change m the recorded information on 
a well already in existence. Th$ may include more accurate information on the location of the well, more accurate 
information on the well construction details for the well, a change in the place of use or purpose of use of the water 
withdrawn from the well or a change m the county tax assessor's parcel identification number for the land where the 
well is located. I t  is the responsibility of the well owner to submit this information to ADWR. Forms may be obtained 
at the Arizona Department of Water Resources offce or online at <httpd/www.azwater.gov>. 

DWR 55-71A (Revised 8/11) 
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Arizona Department of Water Resources 
P.O. Box 36020 Phoenix, Arizona 85067-6020 
(602) 771-8527 - www.azwater.gov 

TELEPHONE N U M e R  

(480) 540-5656 

Receipt For Request to 
Change Well Ownership 

FAX 

Authorityforfee A R S S45-113andAAC R12-15-104 

Pursuant to Arizona Revised Statutes (A R S ) 45-593(C) the Derson 
to whom a well is registered must notify Arizona Department of Water 
Resources of Water Resources (ADWR) of a change in ownership of 
the well and the new owner must furnish information as required by 
ADWR to keep its well registration records current and accurate 

1 FEE $30.00 per WELd 

UTILITY SOURCE, LLC 

20520 E CHANDLER HEIGHTS ROAD 
MAILING A D O R E S  

WELL C TY 

MAJOR CROSS ROADS 

EMAIL 

l onn iemcc lesme.com I 
~ ~~~ ~~~ ~ ~ _ _ _ _  ~~~ ~~~~ ~ 

0 By checking this box, I hereby provide ADWR permission to enter the property for the purpose of 
taking water level measurements at this well. 

~ _ _ _ _ _ ~  ~ I I HEREBY CERTIFY that the above statements are true to the best of my knowledge and belief. 1 
PREPARED BY I RACHELBARRY 

DATE 

10/24/2014 

Reference DWR-2593 
Amount $30.00 
Date 10/24/2014 

A Request tn Change Well injbrmatron Form must be filed if there has been a change in the recorded information on 
a well already in existence. This may include more accurate information on the location of the well, more accurate 
information on the well construction details for the well, a change in the place of use or purpose of use o f  the water 
withdraun Iroin the He l l  or a change in the county tax assessor’s parcel identifcation number for the land where the 
M cII I\  located. It  is the responsibility of the well ownei to submit this information to ADWR. Forms may be obtained 
at the A I  kana Department of Water Resources office or online at <httpy/www.azwater.Eov>. 
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22N 5E 36 sw sw sw 

Arizona Department of Water Resources 
P.O. Box 36020 Phoenix, Arizona 85067-6020 
(602) 771-8527 - www.azwater.gov 

MAP PARCEL BOOK 

203 47 003A 

Receipt For Request to 
Change Well Ownership 

Authority for fee A R S 9 45-1 13 and A.A.C. R12-15-104 

Pursuant to Arizona Revised Statutes (A R S ) 45593(C). the person 

Keep this for your records 

to whom a well is registered must notify Arizona Department of Water 
Resources of Water Resources (ADWR) of a change in ownership of 
the well and the new owner must furnish information as required by 
ADWR to keep its well registration records current and accurate 

I FEE $30.00 per WELq 

New Well Owner 

UTlLTlY SOURCE, LLC 
FULL NAME OF COMPANY ORGANIZATION OR INOIVIOUAL 

MAILING ADDRESS 

20520 E. CHANDLER HEIGHTS ROAD 
CITY / STATE /ZIP 

QUEEN CREEK, AZ 85142- 
CONTACT PERSON NAME AND TITLE 

~~~~ ~ 

By checking this box, I hereby provide ADWR permission to enter the property for the purpose of 
taking water level measurements at this well. I 

I HEREBY CERTIFY that the above statements are true to the best of my knowledge and belief. 
PRCPARCC QY DATE 

RACHEL BARRY 1 Ol2412014 

Reference DWR-2592 
Amount $30.00 
Date 10/24/2014 

A kqrte.vr io Cliunge Well Infiwmulion Form must be filed if there has been a change in the recorded information on 
it well already in existence. This may include more accurate information on the location o f  the well, m x e  accurate 
inforrnalion on the well construction details for the well, a change in the place of use or purpose o f  use o f  the water 
withdrawn from the well or a change in the county tax assessor's parcel identification number fo,r the land where the 
well is located. I t  is the responsibility of the well owner to submit this information to ADWR.  ' r 'o rw may be obtained 
at the Arizona Department of Water Resources office or online at <httpdiwww.azwater.pov>. 
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Chapter 3 

The Bu p Method 

Estimating the equity cost of capital is a difficult task t o  
which much of modern financial theory is devoted. The 
equity cost of capital is  equal to the expected rate of return 
for a firm's equity; this return includes all dividends plus 
any capital gains or losses. A properly specified cost of 
equity must include, if appropriate, provisions for flotation 
costs and certain market inefficiencies that might not be 
captured by standard methods for estimating equity rates 
of return. 

There are several widely used and effective methods to - - -  
estimate the equity cost of capital. The most common 
of t h e m r e :  I ]  th- asset 
pricing model (CAPM), 3) the discounted cash flow (DCF) 
method, 4) arbitrage pricing theory (APT), and 5 )  th? Fama- 
Fre;ch three factor model. This chapter wil l focus on the 
buildup method, while Chapter 4 will cover all other cost 
of equity models. 

4 

The Buildup Method for Eost of Equity Capital 
The buildup method is an additive model in which the 
return on an asset is estimated as the sum of  a risk-free 
rate and one or more risk premia. Each premium represents 
the reward an investor receives for taking on a specific risk. 
The building blocks are summed arithmetically to  form an 
estimate of the cost of capital. 

Risk-Free Rate 
+ Equity Risk Premium 
+ Firm Size Premium 
+ ? 

Cost of Equity - - 

Risk-Free Rate 
Since any risky investment should return at least as much 
as the riskless asset, the risk-free rate is the starting point 
of the buildup method. The buildup method, the capital 
asset pricing model, and the Fama-French three factor 
model all implicitly assume the presence of a single risk- 
less asset, that is, an asset perceived by all investors as 
having no risk. Selecting the appropriate risk-free rate is 
discussed in detail in the CAPM section of Chapter 4. 

Risk Premia 
There are several risk premia that can be used with the 
buildup method. Some are widely accepted, while others 
are more controversial. The equity risk premium is the 
most common; like the risk-free rate, it is a component of 
the capital asset pricing model and the Fama-French three 
factor model. The same equity risk premium can be used 
in each o f  these models. For additional information on 
the equity risk premium, see Chapter 5, which is devoted 
exclusively to  this subject. 

Small Stock Premium or Size Premium 
A small stock premium or size premium may also be added 
in the buildup method to account for the additional risk 
inherent in small company stocks (for additional informa- 
tion regarding size premia, see Chapter 7, which is devoted 
to this subject). It is important to  note, however, that size 
premia presented elsewhere in this publication have been 
adjusted for beta. In other words, the portion of the excess 
return on small stocks that can be explained by their higher 
betas i s  no t  included in the size premia. Some assert that 
a small stock premium that has not been adjusted for 
beta would be more appropriate for use in the buildup 
method. This non-beta-adjusted small stock premium can 
be calculated by subtracting the arithmetic mean of the 
large company stock return from the arithmetic mean of the 
small company stock return. Table 3-1 shows the various 
size premia on both a beta-adjusted and a non-beta-adjust- 
ed basis. Table 3-2 shows how the non-beta-adjusted small 
stock premia are calculated using the arithmetic mean 
returns from Table 2-1. Calculation of the beta-adjusted 
size premia is  explained in detail in Chapter 7. 

Table 3-1: Size Premia on a Beta-Adjusted versus 
Non-Beta-Adjusted Basis 

Beta- Non-Beta- 
Adjusted Adjusted 
Size Small Stock 
Premia Premia 
(%I ( % I  

Mid-Can 1 . I  1 9  

Low-CaD 1.8 3.4 
Micro-Cap 
Small Company Stocks 

Data from 1926-2012 

3 8  
3 0  

6 2  
4 7  
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. 
Table 3-2: Derivation of Non-Beta Adjusted Small Stock Premia 

Small Company Large Company Non-Beta- 
Stock Arith- Stock Arlth- Adjusted 
metic Mean metic Mean Small Stock 
Return (%) Return 1%) Premia ( % I  

Mid-Cao 13 7 - 11.8 = 1.9 
tow-Cap 152 - 1 1 8  = 3 4  
Micro-Cap 180 - 118 = 6 2  
Small Company Stocks 16 5 - 1 1  8 = 4 7  

1926-201 2 

The problem with using a non-beta-adjusted small stock 
premium is that in doing so one assumes that the com- 
pany being valued has the same systematic risk (or beta) 
as the portfolio of small stocks used in the calculation of 
the size premium. This ignores much of the information 
that we have regarding market returns. Primarily, different 
industries tend to have different levels of systematic risk. 
For example, companies within health services industries 
tend to have less systematic risk than the market as a 
whole. Since the beta-adjusted size premium isolates the 
excess return due to size, it can be applied to  a company 
without making any assumptions regarding the company's 
systematic risk. 

Suppose we wish to calculate the cost of equity for a small 
electric utility company falling within the micro-cap size 
group by using the buildup method. Based on our industry 
knowledge, we know that the electric utility industry tends 
to exhibit less risk than the market as a whole. We can 
calculate the cost of equity with either a beta-adjusted size 
premium or a non-beta-adjusted size premium as follows: 

k, = r f  +ERP+SP, =2.4%+6.7%+3.8%=12.9% or 

k, = rf  +ERP+SSP, =2.4% +6.7%+6.2% = 15.3% 

The first calculation assumes that the company i s  neither 
more nor less risky than the market as a whole. The second 
calculation, however, assumes that the risk of the company 
is the same as the micro-cap portfolio as a whole. This 
poses a problem. The micro-cap portfolio is riskier than the 
market, but the electric utility industry is less risky than the 
market as a whole. Therefore, in this example, using the 
non-beta-adjusted size premium may overstate the cost of 
equity. Since the beta-adjusted size premium assumes that 
beta is  equal t o  one, the buildup method may still overstate 
the cost of equity. We know that the electric utility industry 
exhibits less risk than the market and should therefore 
exhibit a lower return. Further adjustments for industry risk 
are necessary. 

industry Premia 
One common element appraisers often add to the buildup 
method is an industry risk premium. Traditionally, the 
appraiser looks at aspects and characteristics of the indus- 
try in which the subject company participates to  determine 
the magnitude of the industry risk premium. A major 
problem with this process in the past has been the qualita- 
tive nature of the analysis. The magnitude of  the industry 
premium was often left to the professional opinion of the 
appraiser instead of a more quantitative methodology. 

lbbotson developed an industry premium methodology that 
appraisers can now reference and cite in their appraisal 
reports. This methodology relies on the full information beta 
estimation process outlined in Chapter 6, Beta Estimation 
Methodologies. The full information beta estimation 
process includes the proportionate risk of all companies 
that participate in a given industry. 

where: 
k, = the cost of equity for company s; 
r f  = the expected return of the riskless asset; 
ERP = the expected equity risk premium, or the amount by 

which investors expect the future return on equities 
to exceed that on the riskless asset; 

SP, = the expected beta-adjusted size premium for 
company s based on the firm's equity market 
capitalization; and 

SSP, = the expected non-beta-adjusted small stock 
premium for company s based on the firm's 
equity market capitalization. 

To make it through the screening process, a company must 
have at least 36 months of return data available, have sales 
greater than $1,000,000 in the most recent year, and have a 
market capitalization Df at least $10.000 in the most recent 
month. At the industry level, only those industries that 
have a t  least 5 participants and have an aggregate beta 
between 0 and 3 are considered. Our industry risk premium 
estimation methodology uses the following equation: 

28 Chapter 3 The Buildup Method 



IRP, =(RI,xERP)-ERP 

where: 
IRP, = the expected industry risk premium for industry i ,  or the 

amount by which investors expect the future return of the 
industry to exceed that of the market as a whole; 

R l i  = the risk index for industry i, and 
ERP = the expected equity risk premium. 

The equity risk premium figure used in this estimation 
process is the long-horizon expected equity risk premium 
outlined in Appendix C. For an industry with a risk index of 
1, the expected industry risk premium will be 0, for those 
with a risk index less than one, the expected industry risk 
premium is negative, and for those with a risk index greater 
than 1, the expected industry risk premium is positive. 

For example, if an investor were looking at a company that 
has the same risk as the market, (remembering that we 
use the S&P 500 as the market benchmark), the risk index, 
by definition, would be equal to 1, and the industry risk 
premium would be calculated as follows: 

IRP = (RI i XERP) -ERP 

IRP = [ 1 X6.7)-6.7 0 

An IRP of 0 implies that the industry has the same risk as 
the market. 

If an investor were studying an industry that has more risk 
than the market, the risk index would be greater than 1, 
e.g. 1.4. The industry risk premium would be calculated in 
the same fashion: 

IRP =(1.4X6.7)-6.7 =2.7 

An IRP greater than 0 implies that the industry is riskier 
than the market. 

And finally, if an investor were examining an industry that 
has less risk than the market, the risk index would be less 
than 1, e g 0 7, and calculation of the industry risk premium 
would be as follows 

IRP = (0 7x6 7 ) - 6  7 = 2 0 

An IRP less than 0 implies that the industry i s  less risky 
than the market. 

The industry risk premium estimates caii be found in Table 
3-5 at the end of this chapter and should be added t o  the 
risk-free rate, equity risk premium, and size premium as 
follows to determine a cost of equity estimate 

k ,  =rf+ERP+SP, +IRP, 

where all of the variables are as given above and I 
is the appropriate expected industry risk premium for com- 
pany s. Table 3-5 also presents the number o f  companies 
included in each estimate. For a complete list of companies 
used t o  calculate each industry risk premia estimate, visit 
http://corporate.morningstar.com/lRP and download the 
Industry Premia Company List Report. 

Common Misconceptions and Questions 
A concern of some analysts is that the introduction of an 
industry risk premium in addition t o  a size premium in the 
buildup method is a form of double counting. It is not. Size 
premia measure excess return over what would be predict- 
ed by CAPM. In other words, size premia measure that part 
of return not reflected by beta. An industry risk premium, 
on the other hand, measures how risky the industry is in 
relation to  the market as a whole, regardless of size. 

For example, consider two companies, one a large chain 
of 10,000 gas stations, the other family-owned, single- 
location gas station. If there were a major disruption in oil 
refining capability, both of these businesses would have 
exposure t o  this industry risk even after taking into consid- 
eration adjustments for their respective size. In the case 
of our two gas station businesses, one large, one small, 
the size premia and the industry premia are measuring 
completely different kinds of risk. 

As of December 2012. we published a total of 456 industry 
risk premia. Of  these, 288 were positive and 168 were 
negative, with a median value of 1.35 percent and an aver- 
age value of 1.43 percent. 
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IRP, = ( R I ,  XERPI-ERP 

where: 
IRP, = the expected industry risk premium for industry i .  or the 

amount by which investors expect the future return of the 
industry to exceed that of the market as a whole; 

R I ,  = the risk index fo r  industry i; and 
ERP = the expected equity risk premium. 

The equity risk premium figure used in this estimation 
process is the long-horizon expected equity risk premium 
outlined in Appendix C. For an industry with a risk index of 
1. the expected industry risk premium will be 0, for those 
with a risk index less than one, the expected industry risk 
premium is negative, and for those with a risk indexgreater 
than 1, the expected industry risk premium is positive. 

For example, if an investor were looking at a company that 
has the same risk as the market, (remembering that we 
use the S&P 500 as the market benchmark), the risk index, 
by definition, would be equal to 1, and the industry risk 
premium would be calculated as follows: 

IRP=(RIiXERP)-ERP 

IRP = (lX6.7)-6.7 = O  

An IRP of 0 implies that the industry has the same risk as 
the market. 

If an investor were studying an industry that has more risk 
than the market, the risk index would be greater than 1, 
e g 1 4 The industry risk premium would be calculated in 
the same fashion 

I R P = ( 1 4 X 6 7 ) - 6 7 = 2 7  

An IRP greater than 0 implies that the industry is riskier 
than the market. 

And finally, if an investor were examining an industry that 
has less risk than the market, the risk index would be less 
than 1, e.g. 0.7, and calculation of the industry risk premium 
would be as follows: 

IRP (0  7 X 6.7)-6.7 = -2.0 

An IRP less than 0 implies that the industry is less risky 
than the market. 

The industry risk premium estimates can be found in Table 
3-5 at the end of this chapter and should be added to the 
risk-free rate, equity risk premium, and size premium as 
follows to determine a cost of equity estimate 

k, = r f  +ERP+SP, t l R P ,  

where all of the variables are as given above and E 
is the appropriate expected industry risk premium for com- 
pany s. Table 3-5 also presents the number of companies 
included in each estimate. For a complete list of companies 
used to calculate each industry risk premia estimate, visit 
hrtp://corporate.morningstar.com/lRP and download the 
Industry Premia Company List Report. 

Common Misconceptions and Questions 

A concern of some analysts is that the introduction of an 
industry risk premium in addition to a size premium in the 
buildup method is a form of double counting. It is not. Size 
premia measure excess return over what would be predict- 
ed by CAPM. In other words, size premia measure that part 
of return not reflected by beta. An industry risk premium, 
on the other hand, measures how risky the industry is in 
relation t o  the market as a whole, regardless of size. 

For example, consider two companies, one a large chain 
of 10,000 gas stations, the other family-owned, single- 
location gas station. If there were a major disruption in oil 
refining capability, both of these businesses would have 
exposure to this industry risk even after taking into consid- 
eration adjustments for their respective size. In the case 
of our two gas station businesses, one large, one small, 
the size premia and the industry premia are measuring 
completely different kinds of risk. 

As of December 2012, we published a total of 456 industry 
risk premia. O f  these, 288 were positive and 168 were 
negative, with a median value of 1.35 percent and an aver- 
age value of 1.43 percent. 
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The distribution of these premia is shown in Graph 3-1 

Graph 3-1 industry Risk Premia Distribution 
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Starting with the 2005 Valuation Edition Yearbook, the indus- 
try risk premia table was expanded to include four-digit SIC 
codes. The four-digit SIC codes that had the same number of 
companies as their corresponding three-digit SIC codes were 
removed. Similarly, three-digit SIC codes that had the same 
number of companies as the corresponding two-digit SIC 
codes were removed from this edition. For example, if SIC 
code 491 1 and 491 had the same number of companies, then 
the companies included in SIC 491 1 were also included in 
491. Displaying the industry risk premium for SIC 491 1 would 
not reveal any information not already revealed in SIC 491, 
and therefore SIC 4911 should not be included in the result. 

Please note that the size premium to use should be the 
beta-adjusted size premium found in Appendix C or Table 
7-5, and not the small stock premium, which is the simple 
difference in returns of large and small company stocks. 
The small stock premium is meant for use by security ana- 
lysts in constructing an expected return for a small stock 
benchmark when forecasting (an input to mean variance 
optimization). The size premium, on the other hand, is 
intended for use in the construction of a forward-looking 
cost of equity estimate appropriate to discounting future 
cash flows. Using the small stock premium in conjunction 
with the industry risk premium wi l l  most likely overesti- 
mate the cost of equity. The simple difference between 
large and small company returns makes the assumption 

that the systematic risk of the company is the same as 
the risk of the small company portfolio. The industry risk 
premium presented here is therefore a better measure of 
the appropriate systematic risk to apply. 

Other Building Blocks 
Other building blocks that have been used w i t h  this 
approach are minority discounts, control premia, and 
a key person discount. Use of these discounts and pre- 
mia is more controversial, primarily because it is difficult 
to quantify their size; generally, the magnitude of the pre- 
mia or discount is set. In addition, these premia do not 
necessarily represent rewards an investor receives for tak- 
ing on a specific risk. For instance, does having a majority 
owner increase or decrease the risk of the business? Most 
would agree that the risk of a business does not change 
with ownership. 

In some cases, however, a controlling owner may have 
influence on decisions that affect the risk of a business. 
Quantifying the effect of this controlling party in terms of 
a premium is not easily accomplished. Unlike other risk 
premia, a control premium is not readily measurable. An 
additional complication is that it is possible for some of 
these additional factors to already be present as part of 
the size premia. 

In attempting t o  account for controlling interests or key 
people, it may be preferable to include these items when 
projecting cash flows, rather than making arbitrary adjust- 
ments to the discount rate. A probability weight can be 
assigned to the expected future cash flows based on the 
influence of these factors under various scenarios. From 
this probability distribution, the expected cash flow can be 
determined. By discounting these expected cash flows at 
a pure discount rate, one can achieve a cleaner analysis. 

Estimating tha Cost of Equity Using the 5ata Presented 
in this Book: Buildup Method 
Due to the vast amount of data presented in this publication, 
the need for a reference that makes i t  easy to find all of the 
relevant data to estimate the cost of equity arose. Through 
the following examples, you will see how to use this book to 
estimate the cost of equity with the current data set as well 
as for any prior year using the buildup method. For similar 
examples using the CAPM method, refer to  Chapter 4. Table 
numbers and alternatives are also provided to make your 
search easy. 
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Example Using Current Data 
Develop a cost of equity estimate for a company oper- 
ating in SIC Code 36, the Electronic and Other Electrical 
Equipment industry, with a market capitalization of 
$275 million. 

Table 3-3 Buildup Method Cost of Equity Example Estimate 
Current Data 

Current Table 
Components Estimates Reference 

Riskless Rate 2 41 Appendix C 
+ Equity Risk Premium t 6 7 0  AppendixC 
+ lndustrv Risk Premium + 1 8 4  Table 3-5 
+ Size Premium + 3.81 Appendix C 

Cost of Equity Estimate 14.76 

Yeat-end 2012 

Table 3-3 illustrates the estimation of the cost of equity 
using current data and the buildup method. From Appendix 
C, select the yield on the riskless asset. This is the current 
yield on a government security or the market's current fore- 
cast of the riskless rate for the term on the security. Since 
we are looking to estimate the cost of equity for the entire 
firm, and the firm is a going concern; we should choose the 
long-term U.S. Treasury coupon bond yield of 2.41 percent. 
This yield can also be found in Table 4-1. 

Again, from Appendix C, the long horizon equity risk premi- 
um of 6.70 percent should be used. 

The industry premium of 1.84 percent can be found in Table 
3-5 for SIC Code 36, the Electronic and Other Electrical 
Equipment industry. 

The company falls within the micro-cap category based on 
the figures in Appendix C or Table 7-2, so the appropriate 
size premia is 3.81 percent. Alternatively, one could use the 
decile analysis found in Appendix C and Chapter 7, Table 
7-5, to determine the appropriate size premium. In addition 
to size premia estimates for rnid-, Iow-, and micro-cap 
companies, Appendix C and Table 7-5 contain estimates 
by decile. Due to the magnitude of difference between 
deciles, especially in the smallest deciles, it may be appro- 
priate to use the size premium for the corresponding decile. 
In this example, the company we are analyzing falls within 
decile 9 based on the figures found in Appendix C and Table 
7-2. Therefore, an alternative size premium would be 2.70 
percent, the size premium for decile 9. 

Example Estimating the Cost of Equity for a Prior Year 
Develop a cos t  of equity estimate for the same com- 
pany as of 1996. The company operates in SIC Code 
36, the Electronic and Other Electrical Equipment industry, 
with a market capitalization of $186 million as of December 
30, 1996. 

Table 3-4: Buildup Method Cost of Equity Example Estimate 
Prior Year Data 

1996 Table 
Cnmnonents Estiniates Reference 

Riskless Rate 6 7 Appendix 8-9 
+ Equity Risk Premium + 7 5 Appendix A-I 
+ Industry Risk Premium + NA 
+ Si7e Premium + 3 4  Aooendix A-6 

Cost of Equity Estimate 17.6 

Year-end 1996 

Table 3-4 illustrates the estimation of the cost of equity 
using data from 1996 and the buildup method. From 
Appendix 6 ,  Table 6-9, select the yield on the riskless 
asset, the long-term U.S. Treasury coupon bond yield, for 
year-end 1996 of 6.7 percent. 

From Appendix A, Table A-I, select the long horizon equity 
risk premium with starting date 1926 and ending date 
1996, 7.5 percent. To find a value from Appendix A, select 
a beginning date across the top of the page. These tables 
span six pages each, so you will have to find the appropri- 
ate page. Once you find the beginning date, scroll down 
the first column to find the appropriate ending date. The 
number contained at the intersection of the beginning date 
1926 and the ending date 1996, is  the average value over 
that period. 

Since lbbotson did not calculate industry premia in 1996, 
this estimate is  not available. In 1996, the company fell 
within the micro-cap category based on the figures in Table 
7-3. From Appendix A, Table A-6, select the micro-cap size 
premium with starting date 1926 and ending date 1996,3.4 
percent. Please note thaI the omission of the industry pre- 
mium results in an estimate that is lower than that of the 
CAPM model. An adjustment, either positive or negative, 
to account for industry risk may be applied. However, as 
stated above, lbbotson did not provide a statistically based 
estimate for industry risk premia in years prior to 2000. lhl 
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